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PROFILE

Driven to become the best performing financial services
company, Mellon Financial Corporation is one of the world’s
leading providers of financial services. We offer vast capa-
bilities developed during more than 130 years in the financial
services industry.

As of year-end 2003, assets under management, administration
or custody totaled a record $3.5 trillion, including a record
$657 billion under management. Mellon’s success results from
delivering strong investment performance, excellent service
quality and a broad range of solutions globally to clients, who
repeatedly give us high marks for customer satisfaction.

For corporations and institutions, Mellon delivers prod-
ucts and services involving investment management, trust and
custody, foreign exchange, securities lending, performance
analytics, fund administration, employee benefits consulting,
outsourcing services for benefits plans, stock transfer, proxy
solicitation, treasury management and banking services.

For individuals, Mellon provides wealth management,
including asset management, private banking and jumbo mort-
gages, and mutual funds through The Dreyfus Corporation,
Founders Asset Management and, in the European market,
Newton Investment Management.

STRATEGY

Mellon’s strategy is to build an attractive mix of fee-based
businesses and to aggressively manage capital for high returns.
Our strategy is designed to deliver sustainable high quality
revenue and earnings per share growth as well as superior
total returns for shareholders.

SHARED VALUES
Mellon employees are guided by our Shared Values:

Integrity Our reputation is defined by how we respect and
treat with dignity our customers, shareholders, communities
and each other. We are honest, fair, active listeners, open
communicators and accountable.

Teamwork Ve work cooperatively and rely on each other
for individual and shared success. We value individual differ-
ences, encourage new ideas, share information, always learn
and recognize performance.

Excellence VVe are dedicated to producing the best results
for our customers, shareholders, communities and ourselves.
We are creative and innovative, flexible and adaptable,
focused on high quality solutions, continually improving and,
above all, winners.

ABOUT THE COVER

A key thrust of the 2004 New Year's
Message from Chairman and Chief
Executive Officer Martin G. McGuinn
to all Mellon employees is featured

on the cover and represents the theme
of this annual report.




LEADING MARKET POSITIONS
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WITH A WINNING STRATEGY THAT PRODUCES RESULTS, MELLON

HOLDS LEADING MARKET POSITIONS, EARNS HIGH CUSTOMER

SATISFACTION RATINGS AND CONTINUES TO PURSUE THE GOAL OF

BECOMING THE “BEST PERFORMING FINANCIAL SERVICES COMPANY.”

High customer satisfaction ratings again in 2003 were achieved
by dedicated Mellon employees who deliver on the Mellon
Promise of meeting or exceeding customers’ expectations.

® No. | best global custodian among our key competitors —
2003 Global Custody Survey, Global Investor, May 2003

® No. | global custodian for client satisfaction among investment
managers — | | th Annual R&M Survey: Global Custody Client
Satisfaction, R&M Consultants, February 2003

® No. | in customer satisfaction in the 2003 Bank Leader Survey,
Warabak Research— Mellon Global Cash Management

® No. | provider of fund accounting and investment administration,
2003 Fund Accounting and Investment Administration Survey,
R&M Consultants, May 2003

Mellon has earned the strong market positions and industry
distinctions that drove many new business wins in 2003.

= No. | business technology and information technology operations
among U.S. securities and investment companies, Wall Street &
Technology (sister publication of Information Week), December 2003

® Mellon received the only A+ average for products in the 2002-2003
Phoenix-Hecht® Quality Index™— Mellon Global Cash Management

= Mellon is the only electronic payments service provider in the
U.S. that has been appraised at Level 3 of the Capability Maturity
Model® (CMM®) for software engineering by a Software Engineering
Institute-authorized Lead Appraiser and has achieved International
Organization for Standardization (ISO) 9001:2000 registration for
its Pittsburgh Electronic Services Operations group

= Mellon is among the leading U.S. wealth managers, Barron’s,
September 2003

= Mellon was named Balanced Manager of the Year— Newton
Investment Management, 2003 UK Professional Pensions Awards

No. 1 global custodian vs. our key
competitors, 2003 Global Custody Survey,
Global Custodian, October 2003, based
on customer ratings

No. 2 in overall client satisfaction among
large transfer agents, 2003 U.S. Shareholder
Services Industry Benchmark Study
Summary Report by Group Five, Inc.

No. 3 world’s largest benefits outsourcing
provider, Business Insurance, July 2003,
ranked by worldwide outsourcing revenues

No. 6 U.S. money manager, “America’s
Top 300 Money Managers,” Institutional
Investor, July 2003, based on assets under
management

No. 6 best foreign exchange service overall,
Global Investor, March 2003, based on
customer ratings

No. 8 US. mutual funds manager, Strategic
Insight, December 2003, based on assets
under management

No. 8 cash management provider in terms
of market penetration, serving approximately
18 percent of U.S. businesses with annual
sales of $500+ million, 2003 Phoenix-Hecht
Quality Index

No. 8 world’s largest employee benefits
consultant, Business Insurance, July 2003,
ranked by worldwide consulting revenues

No. I1 largest global money manager,
Pensions & Investments, December 2003,
ranked by total assets

MELLON FINANCIAL CORPORATION |



LETTERTO SHAREHOLDERS

“THROUGH OCOUR ACCOMPLISH-

MENTS—EVYOLVYED FROM A PROVERN
STRATEGY—MELLON HAS LAID
SOLID GROUNDWORK FOR RESULTS,
INCLUDING SUSTAINABLE
GROWTH, PROFITABILITY AND
HiGH RETURNS OVER THE

LONG TERM.”

2 MELLON FINANCIAL CORPORATION

Martin G. McGuinn, Chairman and Chief Executive Officer

To Our Shareholders and Friends:

Driven by a distinctive strategy, Mellon is a formidable
competitor in the financial services industry. In 2003,
Mellon reached record levels of $3.5 trillion assets under
management, administration or custody, including a record
$657 billion under management. We attained numerous
positions of market leadership in asset management and
corporate and institutional services. We achieved high
rankings in customer satisfaction across many of Mellon’s
businesses. And we increased our dividend by 23 percent
in 2003 and 33 percent over the last five quarters. These
are important achievements that resulted from an unwaver-
ing focus by all our employees on executing our strategy.

In the recovering economy of 2003, Mellon performed
relatively well by many measures. As we managed to meet
the challenges of the short-term environment, we also
rigorously scrutinized our businesses to stimulate profitabil-
ity and growth over the long term. | am pleased to report
many decisive actions that should bode well for our future.

We took a good, hard look at what we called our Human
Resources Services business sector. We integrated its lines




of business, consolidated them under a single leader, unified
our approach to the market under the Mellon brand and
renamed the sector Human Resources & Investor Solutions.
Jim Aramanda was promoted to vice chairman and is
aggressively leading this high-growth-potential business.

Ve enhanced the value and efficiency of solutions we deliver
to institutional asset management clients worldwide through
actions including the combination of three fixed-income sub-
sidiaries under the Standish Mellon Asset Management brand.

And we further refined our institutional sales organization to
be more aggressive and coordinated in relation to what we
sell, how we sell, and the current and prospective corporate
and institutional clients on whom we focus.

To increase our value to our high net worth clients, we con-
tinued to intensify our strength as a provider of the highest
quality wealth management capabilities. Through acquisition,
we broadened our geographic footprint. In July 2003, we
acquired The Arden Group of Atlanta—an important addition
to Mellon’s 60 Private Wealth Management offices.

Confirming the Mellon brand as one of our most powerful
assets, we continued our drive to leverage this advantage by
launching the 2003 integrated brand campaign. Building on
the previous year’s campaign, we employed print advertising
in selected business and trade publications in the United
States, United Kingdom and continental Europe. Results
included an increase of about I3 percent in total brand
awareness among clients and prospects in the United States
in 2003 over 2002.

Mellon has long recognized the importance of good corpo-
rate governance, diversity, ethics, privacy and security, and
we have conducted our operations accordingly. Our Audit,
Risk, Human Resources, and Corporate Governance and
Nominating Committees consist exclusively of independent
directors. Corporate governance and other significant issues
in the external environment have driven proactive initiatives
at Mellon for years and will continue to do so in the fore-
seeable future.

Ve also fortified our employer of choice commitment in 2003
by continuing to invest in employees. New programs included
backup childcare that enabies employees in certain locations
to deal with care-giving issues, thereby helping to enhance

productivity. Learning and development opportunities, such
as ethics training and leadership development, were offered
on a corporate-wide basis. We took a major step to help
Mellon prepare for the future through more robust manage-
ment training and succession planning programs.

Through a combination of corporate charitable giving and
the dedicated involvement of its employees, Mellon invested
more than $25 million in our communities in 2003.

These actions were implemented in the midst of a challenging
period that may continue in the near term across many indus-
tries, for many companies, including Mellon. But through our
accomplishments— evolved from a proven strategy— Mellon
has laid solid groundwork for results, including sustainable
growth, profitability and high returns over the long term.

In 2004, our priorities will include leveraging institutional
relationships for organic growth, maintaining positive operat-
ing leverage, continuing aggressive expense management and
improving profitability of the Human Resources & Investor
Solutions business sector. Because growth for many of our
businesses translates to European expansion, Mellon will
bolster our thrust in this market by establishing a new Euro-
pean headquarters and co-locating our London employees
for the first time in 2004. The move into Mellon Financial
Centre will provide for cost efficiencies and better collabo-
ration among our many lines of business present in London.

To the Mellon team that shares our goals for the future, |
welcome new board members Ruth E. Bruch, James F Orr il
and John P. Surma. | thank our shareholders for their con-
tinued confidence and interest in Mellon. | thank our
employees for their hard work and talent and look forward
to a new year of their innovative ideas inspired by a time-
tested strategy and the reward of long-term success for all
Mellon stakeholders.

Sincerely yours,

o & e

Martin G. McGuinn
Chairman and Chief Executive Officer

MELLON FINANCIAL CORPORATION 3
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2003 2002
Financial results
Income from continuing operations before cumulative effect of accounting change $ 677 $ 663
Cumulative effect of accounting change, net of tax® (7) -
Income from continuing operations (in millions) $ 670 $ 663
Income from discontinued operations (in millions) 3 19
Net income (in millions) $ 70l $ 682
Earnings per share —diluted
Continuing operations before cumulative effect of accounting change $ 157 $ 151
Cumulative effect of accounting change® (.on -
Continuing operations $ 156 $ L5]
Discontinued operations 07 .04
Net income $ 163 $ 155
Continuing operations — key data
Return on shareholders’ equity® 19.2% 19.8%
Fee revenue as a percentage of fee and net interest revenue (FTE) 86 % 85%
Pre-tax operating margin (FTE) 25% 24%
Assets under management at year end (in billions) $ 657 $ 58l
Assets under administration or custody at year end (in billions) $ 2845 $ 2276
Standard & Poor’s 500 Index— year end 12 880
Standard & Poor’s 500 Index— daily average 965 994

{a) Impact of adoption of SFAS No.143, “Accounting for Asset Retirement Qbligations”on fanuary 1, 2003,
(b) Excludes the cumulative effect of a change in accounting principle.

Note. FTE denotes presentation on a fully taxable equivalent basis.

In 2003, Mellon’s chief executive officer and chief financial officer filed with the Securities and Exchange Commission all certifications
required by Section 302 of the Sarbanes-Oxley Act of 2002 and intend to file the certifications required by Section 302 as exhibits to
Mellon’s Annual Report on Form 10-K for 2003.

Cautionary Statement

This Summary Annual Report contains “forward-looking statements.” These statements relate to, among other things, future
financial results of the Corporation. Reference is made to the Corporation’s filings on Forms 10-K and 10-Q with the Securities and
Exchange Commission for factors that could cause actual results to differ materially from those anticipated, including without
limitation changes in economic conditions and equity and fixed-income market fluctuations.

4 MELLCN FINANCIAL CORPORATION




21,000 EMPLOYEES EXECUTE MELLON’S
STRATEGY CONSISTENTLY, ALLOWING US
TO PRODUCE RESULTS FOR CLIENTS AND
MOVE TOWARD THE ULTIMATE RANKING WE
RELENTLESSLY PURSUE: BEST PERFORMING

FINANCIAL SERVICES COMPANY.

Mellon Business Groups

ASSET MANAGEMENT

The Mellon Asset Management model is
focused on excellent investment perform-
ance, product balance and scale. The model
leverages strong brands and product breadth
across multiple U.S. and international distri-
bution channels to reach institutions and
high net worth and retail clients. Concen-
trating on providing best-in-class products
and investment performance, Mellon’s
unique entrepreneurial culture rewards
investment performance, organic growth,
profitability and client retention.

SECTORS -
Institutional Asset Management Martin G.McGuinn (right), Chairman and Chief Executive Officer,
Mutual Funds and Steven G. Elliott, Senior Vice Chairman

Private Wealth Management

This goal is attainable. Organized in two groups, Asset Management
CORPORATE AND

INSTITUTIONAL SERVICES and Corporate and Institutional Services, Mellon’s balanced mix of

o _ : complementary businesses invites collaboration and satisfies clients.
Mellon delivers industry-leading outsourcing

solutions involving asset servicing, employee
benefits and cash management to meet In this section, we describe these business sectors, their leaders,
or exceed the expectations of institutions
worldwide. Built around an extensive
breadth of products, a reputation for quality, brand. Related features follow: a report on Mellon’s technology,
operational efficiency, scalable technology
and strong relationships, Mellon’s Corporate

their operations and their approaches for leveraging the Mellon

which underlies the success of all sectors; recognition of our

and Institutional Services businesses con- employees, the impetus behind all Mellon solutions; and a brief
sistently earn high customer satisfaction summary describing our efforts in the communities where we
ratings and maintain leadership positions in . ) .
key global markets. live and work. Through our people, businesses and technologies,
SECTORS we strive to demonstrate that when the company is Mellon,
Asset Servicing the difference is measurable®

Human Resources & Investor Solutions
Treasury Services

MELLON FINANCIAL CORPORATION §



ASSET MANAGEMERNT:

INSTITUTIONAL ASSET MANAGEMENT

[

n experienced manager and
innovator, Ron O’Hanley
focuses on positioning

Mellon’s institutional investment busi-
nesses to deliver against client needs.
Ron’s team serves institutional asset
management clients by delivering the
products they need, the investment
performance they rely on and solutions
customized for their situation. In 2003,
the sector’s increasing potential was
further demonstrated when Mellon
consolidated three fixed-income sub-
sidiaries to create one of the largest and
most highly skilled managers of fixed-
income assets in the United States.

Ronald P. O’Hanley
Vice Chairman and President of
Mellon Institutional Asset Management

“MELLON IS UNIQUELY POSITIONED TO

DELIVER RESULTS IN RESPONSE TO A BROAD

RANGE OF CLIENTS’ ASSET AND LIABILITY

NEEDS WORLDWIDE.

|
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Mellon’s institutional asset management
model serves clients globally through
multiple investment management enti-
ties, each with a unique and disciplined
investment process targeted at achieving
investment excellence. This emphasis
on quality investment products, derived
from a broad range of investment
disciplines and supported by rigorous
research and development, is comple-
mented by the ability to deliver solutions
through multiple client-focused distri-
bution channels. Pension plan sponsors,
endowments and foundations, and
other institutional clients are served

by Mellon’s investment management
subsidiaries, including The Boston
Company Asset Management, Franklin
Portfolio Associates, Mellon Capital
Management Corp., Mellon Equity
Associates, Mellon Global Alternative
Investments, Mellon HBV Alternative
Strategies, Newton Investment Man-
agement and Standish Mellon Asset
Management. Each operates as a busi-
ness with a distinct investment process
and an entrepreneurial culture that
retains talented people and rewards
performance. The sector’s strategy pro-
motes revenue generation for Mellon
through an unrelenting focus on sus-
tained investment performance, in turn
producing broad and deep relationships
with our clients.

In 2003, the sector undertook a
number of initiatives aimed at adding
value for clients and shareholders alike.
Foremost was the creation of Standish
Mellon Asset Management, the Boston-
based flagship fixed-income manager of
$189 billion in assets, which provides
the full range of fixed-income products
and disciplines. The firm is now one of
the leading fixed-income managers in
the world, realizing a number of econo-
mies of skill and scale, while bringing
a comprehensive and complementary
set of product capabilities to its clients.

In equities, Mellon increased its
commitment to research in fundamental
investing by augmenting the formidable

value investing capabilities of The Boston
Company Asset Management with
growth and core research and portfolio
management capabilities. And in a year of
improved market performance, Mellon’s
institutional asset management business
realized very strong new client acquisi-
tion, in both assets and revenues.

The global markets represent signifi-
cant growth opportunities. Mellon Global
Investments (MGl) is the distributor
of products for Mellon’s Asset Manage-
ment subsidiaries to clients domiciled
outside the United States. Through MGl
in Europe, Mellon is growing its position
among non-U.S. pension and retail clients.
Ve are also answering the demand for
hedge fund investments with single-
manager products from Mellon HBV
Alternative Strategies, and fund of hedge
fund products from Mellon Global
Alternative Investments. Ve will con-
tinue to penetrate the Canadian market
as well as strengthen our position in
Australia, the largest funds marketin the
Asia Pacific region.

Representing just a few of Mellon’s institutional asset management

businesses are (left to right} Kirk Henry, director of international
equity investing at The Boston Company Asset Management; Jennifer
Pline, director of client service, and Bill Adam, CEQ, both of Standish
Mellon Asset Management; and Claudia Campos, financial institutions
sales, Mellon Institutional Asset Management.

MELLON FINANCIAL CORPORATION 7




ASSET MANAGEMENT:

MUTUAL FUNDS

teve Canter has spent his entire
gcareer in the asset management

business holding numerous
positions, including securities analyst,
portfolio manager, strategist, chief
investment officer and chief executive
officer of several investment manage-
ment firms. He is highly regarded as a
leader by his employees and through-
out the mutual funds industry.

H
{
Il

Y

Stephen E. Canter
Vice Chairman and

Chairman and Chief Executive Officer of
The Dreyfus Corporation

!
“CONTII\‘IUED IMPROVEMENT OF OUR INVESTMENT

PERFORMANCE AND ACHIEVING RESULTS FOR

(j:LIENTS IS OUR HIGHEST PRIORITY.”

8 MELLON FINANCIAL CORPORATION



With products to meet investors’ varied
needs and a reputation for integrity, the
Dreyfus brand, featured here in a national ad,
is among the most recognized and most
trusted brands in the mutual fund business.

Dreyfus reinforces Mellon’s asset
management model by emphasizing
investment performance, balance

and scale. Dreyfus offers products of
every asset class in virtually every invest-
ment style. Epitomizing scale, Dreyfus

is the eighth largest mutual fund family in
the United States with about 200 prod-
uct offerings for investors. Poised to
continue to achieve individual investors’
personal financial objectives, Dreyfus
provides access to the full range of
Mellon’s investment management cen-
ters of excellence through multiple
distribution channels.

The institutional and retail asset
management markets continue to con-
verge. Individual investors now demand
the same disciplines sought by large
institutions— well-defined investment
philosophies and consistently applied
processes. Mellon and Dreyfus are well
positioned to meet this changing need
because of the institutional quality of our
investment capabilities and expansive
product offerings— retail mutual funds,
retail separate accounts, institutional
separate accounts, wrap accounts, off-
shore funds, hedge funds and mutual
funds for high net worth individuals.
Our institutional quality investment
capabilities are well suited to meet the
changing needs of all of asset manage-
ment’s different customer markets—
individuals, high net worth clients and
institutions around the world.

Institutional character of investment
capabilities in a broad array of asset
classes and investment styles, breadth of
product offerings, multiple distribution
capabilities, and the integrity of our
products, processes and people set us
apart in the marketplace. Although
mutual funds remain the cornerstone
of Dreyfus, Dreyfus has made a strong
commitment to separate accounts,
the most rapidly growing sector of the

EXPERIENCE.
K{ INTEGRITY.

TRUST.

For over 50 years, Dreyfus has helped millions of Americans pursue their
financial goals. Yet what stands out today is not what we did, but how we
did it - with a commitment to our customers and a dedication to results.

Dreyfus = still one of the most trusted names in investing.

Ask your agviser for & prospectus containing more complete information, including ¢harges and
expenses. Please read it carefully before vou invest.

MUTUAL FUNDS | ANKUITIES | SEPARATE ACCOUNTS 100 TOUF ADVISOR aND

www.dreyfus.com  +800-896-8170
© 2003 Dreyfus Service Corparafion. Distributor A MELLON FINANCIAL COMPANY™

asset management business. Distin-
guished by its growing array of separate
account disciplines, Dreyfus increased
its separate account assets by 89 per-
cent in 2003 to $6.9 billion, an indication
that Dreyfus is poised for continued
growth in this significant area. Also in
2003, Founders’ commitment to growth
stock investing and its research-focused,
bottom-up process of stock selection
produced strong performance results.

We realize that in an environment
where prospective returns for long-term
financial assets may be more subdued
than returns of the past two decades,
investment performance becomes
even more important in meeting our
customers’ expectations. Continued
improvement of our investment perform-
ance and achieving results for clients
is our highest priority.

Mutual funds represent the center-
piece of a diversified portfolio. integrity
of the processes and professionais
responsible for those processes will
allow mutual funds to remain the
foundation of an investor’s asset allo-
cation. Integrity is the hallmark of
our operations.

MELLON FINANCIAL CORPORATION




ASSET MANAGEMENT:

PRIVATE WEALTH MANAGEMENT

|

or 20 years at Mellon, Dave
F Lamere has worked to build a

talented team with a passion
for their business, the drive to explore
new ideas and challenge old ones, and
a focus on bringing the best advice to
each client every day. In recent years,
Dave successfully combined all of the
Mellon businesses that served high
net worth clients. Together, the team
is recognized as one of the nation’s
leading wealth managers. Our continued
focus remains on servicing our clients,
creating new investment offerings, and
continued growth and geographic
expansion primarily through acquisition.

David F Lamere

Vice Chairman and Chairman and

Chief Executive Officer of Mellon New England
and President of Private Wealth Management

“WE ARE EXTREMELY WELL POSITIONED TO PRODUCE

RESULTS FOR OUR CLIENTS AND SHAREHOLDERS

BY HAVING BUILT A TEAM OF TALENTED PEOPLE WHO

ARE NOT ONLY EXCELLENT IN THEIR EXECUTION,

BUT ARE ALSO PEOPLE OF INTEGRITY.”

10 MELLON FINANCIAL CORPORATION




An ad photo used in our integrated brand campaign helps convey that Meilon’s Private

Wealth Management clients enjoy the freedom to devote their time to living well, confident

that their financial concerns are being well managed.

Private Wealth Management is one of
Mellon's oldest and fastest growing
businesses. Mellon’s clients include
some of the nation’s wealthiest families
and family offices, as well as some of
the most prestigious educational and
charitable institutions. A relationship
with Mellon ensures clients’ interests
are aligned with an organization pos-
sessing a fiduciary mindset, integrity
and wealth management practices that
have stood the test of time.

In the Private Wealth Management
business, Mellon continues to execute
its strategy by expanding its geographic
footprint while focusing on investment
performance and maintaining a high
retention rate, both of its clients and
the employees who serve them.

In 2003, Mellon expanded its private
wealth management business by acquir-
ing The Arden Group in Atlanta. The
acquisition allowed us to partner with
The Arden Group’s outstanding pro-
fessionals while helping to broaden
the scope of excellent services avail-
able to their clients. Complementing
our historic bases in New England and
Pennsylvania, our expansion continues
in other markets. Our growth contin-
ues to accelerate in Florida, California,
Ohio and Washington, building on the

base provided by the previous acquisi-
tions of United National Bank; Van
Deventer & Hoch; Weber, Fulton &
Felman; and The Trust Company of
Washington; as well as in Connecticut,
Colorado, Delaware, the District of
Columbia, Maryland, New Jersey and
New York.

Together, we offer our clients excep-
tional and comprehensive wealth
management capabilities, a strong client
focus and the strategic insight which is
so critical to each client’s success. We
continue to invest in important technol-
ogy enhancements. Most recently, we
refined the technology of our private
wealth management business by estab-
lishing a common banking platform to
support our infrastructure as the busi-
ness expands. We also launched a client
relationship management system that
will altow the sector team to better
anticipate and serve clients’ needs. The
system is our most recently established
means of increasing client satisfaction
and sales effectiveness.

Ve plan to continue our focus on
making our clients successful by contin-
uing to broaden our capabilities as well
as exploring expansion opportunities.
As always, we will maintain our focus
on risk management for Mellon’s clients
and for Mellon.

MELLON FINANCIAL CORPORATION



CORPORATE AND INSTITUTIONAL SERVICES:

ASSET SERVICING

im Palermo was a top performer
at The Boston Company before its
acquisition by Mellon a decade ago,
and today oversees Mellon’s Asset
Servicing business sector. Jim leads his
worldwide team to be successful, per-
sonally and professionally; to commit
each day toward enhancing client satis-
faction; and to enrich and streamline
clients’ investment processes. In 2003,
this philosophy was evident in three
industry surveys recognizing Mellon
as the best of the leading full-service
industry providers of global custody
and associated value-added services,
as compared to Bank of New York,
JPMorgan Chase, Northern Trust and
State Street.

James P. Palermo
Vice Chairman and President of
Global Securities Services

“OU;R MISSION IS TO BE THE LEADING PROVIDER OF

»REjSULTS AND ALLOW OUR CLIENTS TO BE SUCCESS- |

FUL IN THEIR CORE BUSINESS ACTIVITIES” .

12 MELLON FINANCIAL CORPORATION




Mellon enables clients to achieve a com-
petitive advantage in the management
of their investment processes and in
dramatically enhancing the efficiency
and business flexibility of their back-,
middle- and front-office activities.
Through the Asset Servicing business
sector, Mellon delivers a truly global
platform through integrated technology
to support the investment processes
of investment managers, plan sponsors
and other key professionals with respon-
sibility for pension plans, mutual funds,
insurance assets and other collective
investment vehicles.

Mellon’s differentiator is in stream-
lining our clients’ ability to process and
organize vast amounts of investment-
related data from around the world.
We offer world-class global custody
and multi-currency accounting systems,
-advanced performance measurement
and analytical services, and high-content
investment information—all at the
click of a mouse. Mellon facilitates the
accurate monitoring and evaluation of
investment results, making the overall
investment process efficient and timely,
enabling our clients to achieve a com-
petitive advantage in the management
of their investment processes.

Asset Servicing is a combination
of global business entities, including
Mellon Global Securities Services (GSS),
ABN AMRO Mellon GSS, CIBC Mellon,
Russell/Mellon Analytical Services,
Eagle Investment Systems and Mellon
European Fund Services.

These organizations of distinction
cover the world in terms of providing
global custody, multi-currency account-
ing, investment analytics, securities
lending, foreign exchange, transition
management and investment technol-
ogy. They are at the core of the Asset

Servicing sector’s ability to provide a
centralized repository of investment
information for its clients, whether it is
in the settlement and processing of
trades around the world, creating daily
or monthly net asset values or by pro-
viding performance measurement and
portfolio risk characteristics.

In 2004, Mellon’s Asset Servicing sec-
tor will continue to emphasize product
development, client satisfaction and fur-
ther global expansion as priorities. For
example, new services and technology
will be introduced in Germany and the
United Kingdom in the areas of custody,
trustee services and fund administra-
tion. Global financial institutions will
be a key contributor to growth and evo-
lution for virtually all of the businesses
within Asset Servicing. At the same time,
a continued reinvestment in the core
capabilities of global custody will further
enable Asset Servicing to deliver on
the Mellon Promise and to retain high
satisfaction levels with clients and
industry constituents.

In 2003, F&C Management Limited, a leading pan-European asset
management company, outsourced its London-based institutional
administration functions to Mellon, which provides comprehensive
administration services on an outsourced basis to 27 institutions.

MELLON FINANCIAL CORPORATION I3



CORPORATE AND INSTITUTIONAL SERVICES:

HUMAN RESOURCES & INVESTOR SOLUTIONS

14

im Aramanda’s experience includes

a track record of turning around

underperforming businesses and

making them leaders in their
markets. A Mellon executive for nearly
25 years, Jim was named to lead the
Human Resources & Investor Solutions
(HR&IS) sector in March 2003. He has
formed a strong team that is now going
to market under the Mellon brand.
Their value proposition for clients is
blending human resources and outsourc-
ing expertise with financial acumen.

James D. Aramanda
Vice Chairman and Head of
Human Resources & Investor Solutions

“HR&IS CAN PROVIDE RESULTS THROUGH A

COMPLETE RESPONSE TO ANY HR OR SHARE-

HOLDER SERVICES ISSUE BY FUSING OUR

jEXPERTISE IN HUMAN CAPITAL WITH OUR

DEEP ROOTS AND CAPABILITIES AS A

FlNANGlAL SERVICES FIRM.”

MELLON FINANCIAL CORPORATION




Mellon helps organizations manage
employee and shareholder issues—
challenges that often face HR and
financial executives alike. Today, top
financial executives are becoming
more involved in measuring the return
on human capital. And HR directors
must increasingly view human capital
issues through the eyes of the chief
financial officer. In response to this
trend toward the fusion of human
capital and finance, Mellon provides
an integrated approach to HR manage-
ment through our Human Resources
& Investor Solutions business sector.
The sector provides consulting,
outsourcing and administration services
to design, build and operate end-to-
end solutions in human resources and
shareholder services that leverage
scalable operations and technology.
Mellon’s competitive edge in this
business is our understanding that, while
personnel costs are often an organiza-
tion’s largest expense, people are its
greatest asset. This creates tension
between controlling total labor costs
on the one hand, and building talent and
enhancing effectiveness on the other.
Mellon knows how to achieve open
communication among people in the
human resources and finance functions
to achieve a balance. We create value
for our clients by fusing our expertise in
human capital with our deep roots and
capabilities as a financial services firm.
We can solve our clients’ most complex
business challenges by combining our
benefits administration and actuarial

One of our integrated brand campaign ads suggests Mellon is
uniquely positioned to offer HR directors solutions to the complex
human capital and financial challenges they face today.
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services with Mellon’s other related

businesses, such as asset management
and servicing expertise. Mellon’s
world-class technology and processing
capabilities further distinguish our
position.

in 2003, Mellon thoroughly reviewed
operations in the sector, identifying
core strengths and defining its target
market. We then reorganized the sec-
tor to support our market opportunity,
integrating four of the sector’s busi-
nesses. The former Buck Consultants,
Mellon HR Solutions, Mellon Investor
Services and Vinings Mellon now
comprise Mellon’s Human Resources
& Investor Solutions sector. We are
intensely focused on the synergies
across these businesses, both to achieve
significant cost efficiencies and to
deliver integrated solutions of excep-
tional quality to our clients. In 2004,
Mellon will continue this focus while
implementing plans to accelerate
profitability and growth in the sector.

MELLON FINANCIAL CORPORATION IS5




CORPORATE AND

INSTITUTIONAL SERVICES:

TREASURY SERVICES
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eff Leininger advanced to the Cor-

poration’s Executive Management

Group by building relationships

with Mellon customers for more
than 30 years. His staff shares the same
focus. Jeff’s team stays at the forefront
of technology and works with all Mellon
business sectors to serve treasurers
by delivering an integrated set of finan-
cial solutions. Results of this emphasis
include the ranking of Mellon Global
Cash Management (Mellon GCM) as
No. | in customer satisfaction in the
2003 Bank Leader Survey.

Jeffery L. Leininger
Vice Chairman and Head of Treasury Services

“Wé INVES;T‘IN TECHNOLOG'Y TO GIVE OUR

; x
CLIENTS RESULTS, INCLUDING MORE SPEED,

ACCURACY AND FLEXIBILITY, AND TO HELP

TH!EM REDUCE THEIR EXPENSES. TECHNOLOGY

HE]LPS DRIIVE OUR SUPERIOR CUSTOMER SERVICE.'i

RATINGS AND MARKET LEADERSHIP POSITIONS.”

|
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Clients of Melion’s Treasury Services
business sector are often treasurers in
public and private institutions moving
increasingly toward outsourcing, elec-
tronic and straight-through processing,
and fewer and better suppliers. Mellon
streamlines clients’ financial processes
for greater efficiencies, identifies
and implements best practices for
their operations, reduces their costs,
improves their financial returns and
maximizes their opportunities for
increased profitability. A consultative
selling approach encompasses cash,
investment and liquidity management
and draws on expertise across Mellon’s
businesses. Treasury Services solutions
often include the foreign exchange serv-
ices of the Asset Servicing sector and
the shareholder services expertise of
Human Resources & Investor Solutions.
In 2003, Mellon continued to make
significant investments in technology.
Mellon GCM now offers most products
and services to clients via the Internet
and, in 2003, was first to market with
an innovative fraud detection service
called Mellon Positive Payee:" While
Mellon’s Positive Pay Service identifies
changes related to the payer’s signature,
Mellon Positive Payee targets alterations
to the payee line of a check. These and

institutional investors can now manage
their organization’s cash flow needs by
using Mellon’s Liquidity Management
Service, powered by iTelecash® Mellon
GCM’s Internet-based cash manage-
ment tool.

Plans for the future include maintain-
ing our leadership in fraud detection
and other technologies, continuing to
integrate cash management products
with solutions from other Mellon busi-
nesses, and growing the “‘private-label”
cash management outsourcing business.
Private-label outsourcing often involves
the sale of the sector’s capabilities to
other financial services companies,
which, in turn, sell our services to their
treasurer-clients. Mellon’s expertise in
providing these services to both U.S.
and non-U.S. financial institutions gives
us a competitive edge in the market.

other technology investments helped
advance Mellon over our cash manage-
ment competitors in the 2003 Bank
Leader Survey and the 2002-2003
Phoenix-Hecht® Quality Index™
Investment in technology for liquidity
management was concentrated in 2003
on integrated solutions involving both
Mellon GCM and Mellon Financial Mar-
kets, Mellon’s full-service broker/dealer
subsidiary. For example, self-directed

Jackie Mwangi (left) and Francis Heckmann (right) operate a state-
of-the-art retail lockbox processing system in the Mellon Client
Service Center in Pittsburgh that represents one of Mellon GCM’s

competitive advantages.
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TECHNOLOGY

December 2003

‘WallStréetg,

Te(,hnd@g

Business Innovation Powered By Technalogy (

Innovative
Institutions

Which firms are at the head of the
class when it comes to technology
innovation? Our first-ever ranking
reveals the most innovative
institutions — those that not

only survive but thrive.
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Allan P. Woods
Vice Chairman and
Chief Information Officer

The Technology Delivery Services staff ensures smooth operation of

Melien’s complex mainframe systems across our lines of business.

n the world of financial services,

success is determined by how

effectively information and tech-
nology are used to serve clients.
And Mellon has become an industry
leader in information technology
(IT} innovation—No. | among U.S.
securities and investment companies,
according to Wall Street & Technology
magazine—through IT investments
that enable our lines of business to
execute our strategy and maintain a
competitive edge.

At Mellon, business strategy
drives technology strategy. Our IT
planners collaborate with clients and
our business managers to ensure
that technology investment produces
measurable results.

For example, in Mellon Global
Cash Management, we are using
advanced imaging and character
recognition technology to give cus-
tomers electronic access to their
check and remittance images and to
reduce the risk of check fraud. Ve
also recently completed the migration
of more than 20,000 desktop PCs
to a common operating system and
successfully consolidated a number
of technology platforms within the
Human Resources & Investor Solu-
tions business sector.

Mellon’s technology investments
are advancing operations quality,
reducing costs and increasing efficiency
across the Corporation.

“MELLON’'S TECHNOLOGY EFFORTS ARE

FOCUSED ON HELPING OUR LINES OF

MELLON FINANCIAL CORPORATION

BUSINESS EXECUTE OUR STRATEGY TO

GET RESULTS FOR CLIENTS.”




EMPLOYEES

Mellon Stars program recognizes top performers

The 2003 Mellon Stars pictured above are the latest
members of a special group— those Mellon employees who
have been recognized as some of the Company’s top-
performing employees. They excel at generating superior
results by focusing on executing our strategy.

Although the Stars represent various business lines and
shared services groups across the organization, they have
the following in common:

® They act like business owners.

® They live Mellon’s Shared Values of Integrity, Teamwork
and Excellence every day.

® They are committed to the Mellon Promise of meeting
or exceeding our customers’ expectations by being
trustworthy and reliable, demonstrating our competence
and making our customers feel valued.

Since the inception of the award in [999, Mellon has recog-
nized 162 employees as Mellon Stars. They go above and
beyond every day, and that’s the foundation of Mellon’s suc-
cess— the shining efforts of not only Mellon’s Stars, but also
the talent, dedication and commitment of all employees in
serving our customers as we work together to help Mellon

achieve its goal of becoming the best performing financial
services company.

The Melion Stars program serves as an important pipeline of
qualified potential leaders in the organization. In fact, quite a
few past Melion Stars have moved into senior roles, including
Malcolm Park, chief executive officer of Mellon Australia;
Nadine Chakar, chief executive officer of ABN AMRO Mellon
Global Securities Services; Richard Godfrey, managing direc-
tor, Mellon European Fund Services; Jeremy Bassil, general
counsel, Legal Affairs, Mellon Europe; Maureen O’Malley,
national CRM (client relationship manager) director, Human
Resources & Investor Solutions; and Steve Cobain, president
and chief executive officer, Mellon Financial Markets.

Mellon continues to strive to become the employer of
choice— our commitment to having the right people at the
right time in the right positions who are driven to satisfy
customers. The Mellon Stars embody this commitment,

and the Corporation honors it by providing employees

with a broad range of benefits and learning and development
opportunities, such as professional effectiveness courses,

a management training curriculum, mentoring and succes-
sion plans.

MELLON FINANCIAL CORPORATION I¥9




COMMUNITY AFFAIRS

t Mellon, we work with remarkable groups and
individuals whose inspiring results make a difference
in our communities. The Mellon Charitable Giving
Program exemplifies the importance of partnering and invest-
ing with community organizations and activities that improve
the quality of life in communities where our employees and
retirees live and work.

In Boston, Mellon received the Community Voice Mail
National Leadership Award for Mellon New England’s
support of Project Connect, a Boston initiative that provides
free voice mailboxes to more than 8,000 homeless and at-
risk families and individuals. A Mellon grant funded Mellon
VoiceNet Connect, which gives Project Connect clients an
added resource to help them secure housing and employment.

The Orange County Museum of Art is the premier visual arts
museum in Orange County, California, serving a population
of nearly 3 million residents in one of the fastest-growing
metropolitan areas in the United States. A Mellon grant sup-
ports the Museum School Outreach Program that serves
more than 15,000 K-12 students in all of Orange County’s
27 school districts. Supplementing arts education in public
schools where funding has been reduced or eliminated,
Museum School Outreach Program curriculum guides and
lesson plans are built around frameworks developed by

the California Department of Education. Teacher training,
in-class activities and field trips to the Museum link discus-
sions to related lessons in history, social studies, geography,
literature, science and mathematics.

The National Constitution Center, a new institution dedi-
cated to honoring and explaining the Constitution, opened
to rave reviews on July 4, 2003. The Center will play a critical
role in the revitalization of Independence Mall in Philadelphia,
one of America’s most important historical spaces. A major
gift from Mellon was designated to underwrite the position
of Mellon Financial Vice President for Development to bolster

20 MELLON FINANCIAL CORPORATION

Performances by the Pittsburgh Symphony Orchestra at venues such
as the Barbican Center in London on the Mellon Pittsburgh Symphony
European Tour 2003 led to the group's invitation to be the first U.S.

symphony orchestra to perform at the Vatican for Pope john Pauf B.

the ongoing fundraising program for this first-ever museum
dedicated to the Constitution and its relevance to people’s
daily lives.

As part of Mellon’s sponsorship of the Mellon Pittsburgh
Symphony European Tour 2003, Mellon was able to bring
world-ciass musicians to perform and interact with children
and their parents at two London hospitals. Viola players Paul
Silver and Penny Anderson performed for sick children at the
Great Ormond Street Hospital and The Evelina Children’s
Hospital. Penny and Paul played a selection of popular chil-
dren’s songs and tunes, which allowed the youngsters to join
in on percussion instruments or to sing along.



BUSINESS GROUPS/PRINCIPAL ENTITIES

Asset Management

The Mellon Asset Management model
is focused on excellent investment per-
formance, product balance and scale.
The model leverages strong brands and
product breadth across multiple U.S.
and international distribution channels
to reach institutions and high net worth
and retail clients. Concentrating on
providing best-in-class products and
investment performance, Mellon’s unique
entrepreneurial culture rewards invest-
ment performance, organic growth,
profitability and client retention.

Institutional Asset Management
Leading global investment management
provider of products and services through
individual asset management companies
offering a broad range of equity, fixed-income,
hedge and liquidity management products,

as well as international distribution of those
products.

Mellon Institutional Asset Management
(MIAM) is the umbrella organization for all

of Mellon’s institutional asset management
businesses. These firms, listed below, are
among the most highly regarded names in
institutional money management.
www.melloninstitutional.com

The Boston Company Asset
Management LLC manages U.S. and
non-U.S. equity and balanced portfolios
for institutional clients using a bottom-up
approach to stock selection that leverages
comprehensive fundamental research.
www.thebostoncompany.com
(617)722-7029

Franklin Portfolio Associates LLC
manages domestic equity portfolios for
institutional customers and third-party
mutual funds through quantitative, risk-
controlled strategies.
www.franklinportfolio.com

(617) 790-6400

Mellon Capital Management
Corporation manages global quantitative-
based investment strategies for institutional
investors. Strategies include global and
U.S. tactical asset allocation, equity and
fixed-income indexing, enhanced indexing,
currency overlay and alternative invest-
ments.

www.mcm.com

(415) 546-6056

Mellon Equity Associates LLP
provides specialized quantitative equity
and balanced investment management
services to pension plans, not-for-profit
and public fund markets.
www.mellonequity.com

(412) 234-7500

Mellon Global Alternative
Investments Limited provides a range
of hedge fund of funds solutions, focusing
on conservative strategies through a
disciplined and low-risk approach.
www.mgai.co.uk

(+4420) 7163 4300

Mellon HBY Alternative Strategies
LLC provides institutional hedge funds
with low volatility and low correlation to
the equity and bond markets.
www.hbvllc.com

(212) 808-3971

(+4420) 7163 6300

Newton Investment Management
employs a distinctive globa! thematic
approach to its active style of investing
across multiple asset classes for institu-
tions and high net worth clients.
www.newton.co.uk

(+44 20) 7163 9000

Pareto Partners is a global, quantitative
asset manager for institutions, specializing
in currency overlay and fixed-income
products.

www.paretopartners.com

(212) 527-1800

Standish Mellon Asset Management
Company LLC, one of the largest man-
agers of fixed-income assets in the United
States, provides a broad range of fixed-
income strategies to institutional clients.
www.standishmellon.com

(617) 248-6000

Mellon Global Investments Limited
is the international distributor of the invest-
ment products of the asset management
subsidiaries of Mellon Financial Corpora-
tion. The company focuses on global
distribution outside of North America.
www.mellonglobalinvestments.com

(+44 20) 7163 4300

Alliances with Non-U.S.
Financial Institutions:
Hong Kong: Hamon Investment Group

Mutual Funds

Mutual funds in virtually every asset class and
investment style through multiple distribution
channels, managed by some of the world’s
leading mutual fund companies, including

The Dreyfus Corporation and Founders Asset
Management LLC. Mellon Global Investments
also distributes mutual funds in Europe.

The Dreyfus Corporation, one of
the leading mutual fund companies in the
United States, manages $167 billion in
assets as of December 31, 2003, in about
200 mutual fund portfolios.
www.dreyfus.com

(212) 922-6000

Founders Asset Management LLC
is a manager of growth-oriented equity
mutual funds.

www.founders.com

| 800 525-2440

Private Wealth Management
Offers investment management, wealth
management and comprehensive banking
services. Clients include high net worth
individuals, families, family offices, charitable
gift programs, endowments, foundations,
attorneys, real estate professionals and
entrepreneurs.

www.mellonprivatewealth.com

| 800 342-9546

Corporate and

Institutional Services

Mellon delivers industry-leading outsourc-
ing solutions involving asset servicing,
employee benefits and cash management
to meet or exceed the expectations of
institutions worldwide. Built around an
extensive breadth of products, a reputa-
tion for quality, operational efficiency,
scalable technology and strong relation-
ships, Mellon’s Corporate and Institutional
Services businesses consistently earn high
customer satisfaction ratings and maintain
leadership positions in key global markets.

Asset Servicing

An array of products and services that provide
clients with the ability to enhance the manage-
ment, administration and oversight of their
investment process and related back-, middle-
and front-office activities. Asset Servicing
provides solutions to global markets for
taxable, tax exempt and financial institutions.

MELLON FINANCIAL CORPORATION 21




BUSINESS GROUPS/PRINCIPAL ENTITIES

Eagle Investment Systems Corp.
provides industry-leading Web-based invest-
ment management software solutions to
money managers, plan sponsors, banks, cor-
porate trusts, insurance companies, hedge
funds and mutual funds for seamless system
connectivity and data integration. Eagle’s
functionally rich solutions provide real-time
access to the full range of robust portfolio
management, performance measurement,
attribution and investment accounting
applications.

www.eagleinvsys.com

(860) 561-4602

Mellon Global Securities Services is a
leading provider of institutional trust, custody
and value-added products, including innova-
tive outsourcing services for investment
managers, pension funds, foundations, mutual
funds and insurance companies, as well as
highly complementary services in foreign
exchange, securities lending, performance
measurement and portfolio analytics.
www.gss.meflon.com

| 800 597-1459

ABN AMRO Mellon Giobal
Securities Services B.V,, a Dutch
incorporated bank founded on the 50-50
capital commitment of its two parents,
ABN AMRO Bank N.V. and Mellon Bank,
NL.A., is the only Europe-domiciled insti-
tution entirely dedicated to providing
institutional global custody and related
services, with a worldwide reach. ABN
AMRO Mellon Global Securities Services
offers global custody, securities lending,
multi-currency accounting, performance
measurement, investment analytics, Inter-
net reporting and information delivery,
and foreign exchange services to asset
managers, central banks, insurance com-
panies, multinationals and pension funds
in major and emerging markets outside
North America, Japan and Australia.
www.abnamromellon.com

(+44 20) 7163 5800

CIBC Mellon Global Securities
Services Company, an institutional
trust and custody joint venture between
Canadian Imperial Bank of Commerce
and Mellon, is one of Canada’s largest and
most sophisticated providers of domestic
and global custody, subcustody services
for foreign financial institutions, securities
lending, multi-currency accounting, perform-
ance measurement, investment analytics,
Internet reporting and information deliv-
ery, and foreign exchange services.
www.cibcmellon.com

(416) 643-5000

22 MELLON FINANCIAL CORPORATION

CIBC Mellon Trust Company is one
of Canada’s largest corporate trust and
transfer agents and debt trustees, providing
stock transfer, registrar, debt trusteeship,
investor services and related services,
including Internet-based products, such
as employee share purchase and stock
option plans, distribution of issuer docu-
mentation and online proxy voting.
www.cibcmellon.com

(416) 643-5000

Mellon European Fund Services
provides fund administration services to
financial institutions operating in the United
Kingdom and in the offshore marketplace
that outsource back- and middle-office
functions, such as fund accounting, invest-
ment administration, transfer agency,
defined contribution pensions adminis-
tration and fund supermarkets.

(+44 20) 7163 5566 (United Kingdom)
+353 | 448 5000 (Ireland)

Russell/Mellon Analytical Services,
a joint venture with Frank Russell Company,
is a leading global provider of performance
measurement, universe comparison and
investment analysis services to nearly
3,000 institutional investors and invest-
ment managers responsible for the
management of more than $3.2 trillion in
assets worldwide.

www.russellmellon.com

1 800 944-3038

Human Resources

& Investor Solutions

Provides innovative consulting, outsourcing
and administration services to design, build
and operate end-to-end solutions in human
resources and shareholder services that
leverage scalable operations and technology;
is a leading provider of human resources
consulting and administration and investor
solutions; is the third largest global outsourc-
ing provider, delivering flexible outsourcing
solutions to meet the most complex needs
of ptan sponsors in retirement, employee
benefits, compensation and employee plan
administration; is one of the world’s largest
employee benefits consultants, providing
retirement and health and welfare services;
and is the most experienced provider of
investor services for North American cor-
porations and shareholders.
www.mellon.com/hris

1-86MELLONHRIS (1-866-355-6647)

Treasury Services

Treasury services, cash management
services, broker/dealer underwriting sales
and distribution, foreign exchange for the
treasury departments of large U.S., Canadian
and multinational corporations; U.S. and non-
U.S. financial institutions and business firms.

AFCO Credit Corporation (in the
United States except California), AFCO
Acceptance Corporation (in California)
and CAFO Inc. (in Canada) provide pre-
mium financing for business and commercial
insurance through a network of regional
offices in the United States and Canada.
www.afco.com and www.cafo.com

(412) 234-2472

Mellon I*” Business Bank provides full
commercial banking services to businesses,
professionals, entrepreneurs and business
owners through its headquarters office and
five regional offices in the Southern
California region.

www.mfbb.com

(213) 489-1000

Mellon Financial Markets LLC (MFM) is
the full-service broker-dealer subsidiary of
Mellon Financial Corporation. MFM structures,
underwrites, distributes and trades the full
range of fixed-income securities for customers
throughout the United States.
www.mellon.com/corporatefinancing/
financialmarkets/

(412) 234-8900

Mellon Global Cash Managementis an
industry leader in designing integrated solu-
tions through a comprehensive line of cash
management services to meet the specialized
treasury needs of corporations, not-for-profit
organizations and financial institutions.
www.mellon.com/gcm

1 800 424-3004

Mellon Real Estate Finance provides
short- and intermediate-term financing to
U.S. real estate developers and investors.
(412) 234-7560

Other

Mellon Bank, N.A,, is the Corporation’s
principal banking subsidiary, supporting
Mellon’s private wealth, cash management,
and trust and asset management operations.

Mellon Ventures Inc. and its affiliates
make equity investments in U.S.-operating
companies experiencing rapid growth or
change in ownership.
www.mellonventures.com

(412) 236-3594
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Mellon Financial Corporation (and its subsidiaries)

Year ended December 31,

(in millions, except per share amounts) 2003 2002 2001
Noninterest revenue  Trust and investment fee revenue:
Investment management $ 1413 $ 1414 $ 1375
Human resources & investor solutions 944 1,020 691
Institutional trust and custody 471 479 392
Securities lending revenue 69 75 97
Total trust and investment fee revenue 2,897 2,988 2,555
Cash management revenue (a) 309 273 225
Foreign exchange revenue 147 146 171
Other revenue (a) 218 188 (210)
Total fee and other revenue 3,571 3,595 2,741
Gains on sales of securities 62 59 -
Total noninterest revenue 3,633 3,654 2,741
Net interest revenue Interest revenue 917 1,056 1,397
Interest expense 348 446 823
Net interest revenue 569 610 574
Provision for credit losses 7 172 4
Net interest revenue after provision for credit losses 562 438 578
Operating expense Staff expense 1,902 1,850 1,537
Professional, legal and other purchased services 425 386 346
Net occupancy expense 265 246 219
Equipment expense 232 221 157
Business development i08 131 17
Communications expense 106 10 95
Amortization of goodwill - - 73
Amortization of other intangible assets 9 15 7
Other expense 150 147 94
Total operating expense 3,207 3,106 2,645
Income Income from continuing operations
before income taxes and cumulative effect
of accounting change 988 986 674
Provision for income taxes 311 323 239
Income from continuing operations before
cumulative effect of accounting change 677 663 435
Cumulative effect of accounting change, net of tax ) - -
Income from continuing operations 670 663 435
Discontinued operations:
Income (loss) from operations, net of tax ) 7 13
Net gain on disposals, net of tax 32 12 770
Income from discontinued operations
(net of tax {credit) expense
of $(14), $11 and $502) 3l 19 883
Net income $ 70l $ 682 $ 1,318
Earnings per share Basic:
Income from continuing operations before
cumulative effect of accounting change $ 159 $ 152 $ 9
Cumulative effect of accounting change (.02) - -
Continuing operations $ 157 $ 152 $ 9N
Discontinued operations $ 07 $ 04 $ 187
Net income $ .64 $ 1.56 $ 279
Diluted:
Income from continuing operations before
cumulative effect of accounting change $ 157 $ L3I $ 9
Cumulative effect of accounting change (on - -
Continuing operations $ 156 $ L5i $ 9
Discontinued operations $ 07 $ .04 $ 185
Net income $ 163 $ |55 $ 276

(a) In the fourth quarter of 2003, merchant card fee revenue was reclassified from cash management
revenue to other revenue. Merchant card revenue totaled $37 million, $12 million and $14 million in
2003, 2002 and 2001, respectively. Prior period amounts have been reclassified.

MELLON FINANCIAL CORPORATION
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Melion Financial Corporation (and its subsidiaries)

December 31,

(dollar amounts in millions) 2003 2002
Assets
Cash and due from banks $ 2,602 $ 2,728
Money market investments 3,694 4,160
Trading account securities 266 792
Securities available for sale 10,690 11,054
Investment securities
(approximate fair value of $308 and $548) 297 527
Loans, net of unearned discount of $30 and $37 7,467 8,438
Reserve for loan losses (103) (127)
Net loans 7,364 8,311
Premises and equipment 668 704
Goodwill 2,194 2,065
Other intangibles 100 114
Assets of discontinued operations 187 -
Other assets (q) 5,921 5,776
Total assets $33,983 $36,231
Liabilities
Noninterest-bearing deposits in domestic offices $ 6,054 $11,074
Interest-bearing deposits in domestic offices 9,355 7,709
Interest-bearing deposits in foreign offices 5,434 3,874
Total deposits 20,843 22,657
Short-term borrowings 1,084 1,569
Reserve for unfunded commitments 75 52
Other liabilities 2,861 3,017
Notes and debentures
(with original maturities over one year) 4,209 4,493
Junior subordinated debentures (a) 1,057 -
Trust-preferred securities (a) - 1,048
Liabilities of discontinued operations 152 -
Total liabilities 30,281 32,836

Shareholders’ Equity
Common stock— $.50 par value
Authorized — 800,000,000 shares

Issued 588,661,920 shares 294 294
Additional paid-in capital 1,901 1,886
Retained earnings 5,934 5514
Accumulated unrealized gain, net of tax 26 41
Treasury stock of 161,629,563 and

157,880,343 shares, at cost (4,453) (4,340)
Total shareholders’ equity 3,702 3,395
Total liabilities and shareholders’ equity $33,983 $36,231

(a) Presentation reflects the deconsolidation of trust-preferred securities in accordance with FASB Interpretation No. 46 (revised
December 2003) in the fourth quarter of 2003. The Corporation’s $3! million ownership of the common securities of the
statutory business trusts that were deconsolidated is reflected in Other assets.
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INDEPENDENT
AUDITORS’ REPORT

To the Board of
Directors and
Shareholders of
Mellon Financial
Corporation:

WVe have audited, in accordance
with auditing standards generally
accepted in the United States

of America, the consolidated bal-
ance sheets of Mellon Financial
Corporation and subsidiaries as
of December 31, 2003 and 2002,
and the related consolidated
statements of income, changes

in shareholders’ equity, and cash
flows for each of the years in the
three-year period ended Decem-
ber 31,2003 (not presented
herein); and in our report dated
February I3, 2004, we expressed
an unqualified opinion on those
consolidated financial statements.

In our opinion, the information
set forth in the accompanying
condensed consolidated financial
statements is fairly stated, in all
material respects, in relation to
the consolidated financial state-
ments from which it has been
derived.

As discussed in Note 10 to the
consolidated financial statements
(not presented herein), in 2002
the Corporation changed its
method of accounting for good-
will and other intangibles resulting
from business combinations in
accordance with Statement of
Financial Accounting Standards
No. 142.

KPMa P

Pittsburgh, Pennsylvania
February|3, 2004




EXECUTIVE MANAGEMENT GROUP
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A
The Executive Management Group is Mellon’s most senior management body, led by Chairman and Chief Executive Officer Martin G. McGuinn

(center) and Senior Vice Chairman Steven G. Elliott (third from left). Vice chairmen are (front, left to right) Allan P. Woods, Ronald P. 0’Hanley,
James D. Aramanda, Jeffery L. Leininger (back row), Stephen E. Canter, David F. Lamere and james P. Palermo.
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DIRECTORS AND SENIOR MANAGEMENT COMMITTEE

Directors

Mellon Financial Corporation
and Mellon Bank, N.A.

Carol R. Brown®

Former President

The Pittsburgh Cultural Trust
Cuftural and economic growth
organization

Ruth E. Bruch®

Senior Vice President and
Chief Information Officer

Lucent Technologies Inc.

Communications networking

solutions

Jared L. Cohon@#

President

Carnegie Mellon University
Private coeducational research
university

J.W. Connollyt.2.4.5
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CORPORATE INFORMATION

Annual Meeting

The Annual Meeting of Shareholders will be heid on the

10th floor of Two Mellon Center, 501 Grant Street, Pittsburgh,
Pennsylvania, at 10 a.m. on Tuesday, April 20, 2004.

Annual Report
The 2003 Annual Report consists of the 2003 Summary
Annual Report and the 2003 Financial Annual Report.

Charitable Contributions

A report on Mellon’s comprehensive community involvement,
including charitable contributions, is available online at
www.mellon.com or by calling (412) 234-8680.

Corporate Communications/Media Relations
Members of the media should direct inquiries to
media@mellon.com or (412) 234-7157.

Direct Stock Purchase and Dividend Reinvestment Plan
The Direct Stock Purchase and Dividend Reinvestment Plan
provides a way to purchase shares of common stock directly
from the Corporation at the current market value. Nonshare-
holders may purchase their first shares of the Corporation’s
common stock through the Plan, and shareholders may
increase their shareholding by reinvesting cash dividends and
through optional cash investments. Plan details are in a
prospectus, which may be obtained from Mellon Investor
Services by e-mailing shrrelations@melloninvestor.com or

by calling | 800 205-7699.

Dividend Payments

Subject to approval of the board of directors, dividends are
paid on Mellon’s common stock on or about the 5th day of
February, May, August and November.

Electronic Deposit of Dividends

Registered shareholders may have quarterly dividends paid
on Mellon’s common stock deposited electronically to their
checking or savings account, free of charge. To have your
dividends deposited electronically, please send a written
request by e-mail to shrrelations@melloninvestor.com or by
mail to Mellon Investor Services, PO. Box 3315, South
Hackensack, NJ 07606. For more information, please call

| 800 205-7699.

Elimination of Duplicate Mailings

To eliminate duplicate mailings and help your company reduce
expenses, please submit, with your full name and address the
way it appears on your account, a written request by e-mail to
shrrelations@melloninvestor.com or by mail to Mellon Investor
Services, PO. Box 3315, South Hackensack, NJ 07606.

For more information, please call | 800 205-7699.

Exchange Listing

Mellon’s common stock is traded on the New York Stock
Exchange under the trading symbol MEL. Our transfer agent
and registrar is Mellon Investor Services, PO. Box 3315,
South Hackensack, NJ 07606. For more information, please
visit www.melloninvestor.com or call | 800 205-7699.

Form 10-K and Shareholder Publications

For a free copy of the Corporation’s Annual Report on
Form 10-K or the quarterly earnings news release

on Form 8-K, as filed with the Securities and Exchange
Commission, please send a written request by e-mail
to mellon_10-K/8-K@mellon.com or by mail to the
Secretary of the Corporation, One Mellon Center,
Room 4826, Pittsburgh, PA 15258-0001.

The 2003 Summary and Financial Annual Reports,
as well as Forms 10-K, 8-K and 10-Q, and quarterly
earnings and other news releases can be viewed and
printed at www.mellon.com.

Internet Access

Mellon: www.mellon.com

Mellon Investor Services: www.melloninvestor.com

See also Internet access for Business Groups/Principal Entities,
pp. 21-22.

Investor Relations
Visit www.mellon.com/investorrelations/ or call (412) 234-5601.

Publication Requests/Securities Transfer Agent

To request the Annual Report or quarterly information or
to address issues regarding stock holdings, certificate
replacement/transfer, dividends and address changes, visit
www.melloninvestor.com or call | 800 205-7699.

Stock Prices
Current prices for Mellon’s common stock can be viewed at
www.mellon.com.

Telecommunications Device for the Deaf (TDD) Lines
Mellon Investor Services TDD lines are | 800 231-5469
(within the United States) and (201) 329-8354 (outside the
United States).

The contents of the listed Internet sites are not incorporated into
this Annual Report.

Mellon entities are Equal Employment Opportunity/Affirmative Action employers.
Mellon is committed to providing equal employment opportunities to every employee
and every applicant for employment, regardless of, but not limited to, such factors as
race, color, religion, sex, national origin, age, familial or marital status, ancestry, citizen-
shib, sexual orientation, veteran status or being a qualified individual with a disability.
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Mellon Financial Corporation (and its subsidiaries) ‘
FINANCIAL SUMMARY (dollar amounts in millions, except per share amounts or unless otherwise noted)

2003 2002 2001 2000 1999
Year ended Dec. 31 e . S : : »
Total fee and other revenue $ 3,571 $ 3,595 $ 2,741 $ 2,902 $ 2,864
Net gain from divestitures - - - - 127
Gains on sales of securities 62 59 - - -
Net interest revenue 569 610 574 550 579
Provision for credit losses 7 172 ) 8 20
Total operating expense 3,207 3,106 2,645 2,261 2,377
Provision for income taxes 31 323 . 239 427 431
Income from continuing operations before
cumulative effect of accounting change $ 677 § 663 § 435 § 756 $ 742
Cumulative effect of accounting change (net of tax) ) (a) - - - (26)
Income from continuing operations $ 670 § 663 $ 435 $ 756 § 716
Income from discontinued operations (net of tax) 31 19 883 251 247
Net income $ 701 § 682 $ 1,318 $ 1,007 $ 963
Per common share - diluted:
Income from continuing operations before ‘
cumulative effect of accounting change $ 157 § 151 $ 91 § 1.52 $ 142
Cumulative effect of accounting change (.01) - - - (.05)
Continuing operations $ 156 $ 151 $ 91 $ 152 $ 137
Discontinued operations 07 .04 1.85 51 48
Net income $ 1.63 $ 155 $ 276 § 203 $ 185
Selected key data - continuing operations
Return on equity (b) 19.2% 19.8% 11.6% 19.4% 16.6%
Return on assets (b) 2.03% 2.02% 1.33% 2.49% 2.22%
Fee revenue as a percentage of fee and net interest revenue (FTE) (¢) 86% 85% o 83% 84% 83%
Pre-tax operating margin (FTE) (d) 25% 24% 21% o 35% 33%
Assets under management at year-end (in billions) $ 657 $ 581 $ 592 $ 530 $ 488
Assets under administration or custody at year-end (in billions) $ 2845 $ 2276 $ 2,082 $ 2267 $ 2,198
S&P 500 Index - year-end 1112 880 1148 1320 1469
S&P 500 Index - daily average 965 994 1194 1427 1327
Dividends paid per common share $ .57 $ 49 $ 82 $ .86 $ .78
Dividends paid on common stock $ 243 $ 213 $ 388 $ 421 $ 403
Closing common stock price per share at year-end $ 3211 $  26.11 § 3762 $ 4919 $§  34.06
Market capitalization at year-end $ 13,712 $ 11,248 $ 16,798 § 23941 $ 17,052
Average common shares and equivalents
outstanding - diluted (in thousands) 430,718 439,189 - 477,712 - 496,825 521,986
Capital ratios at year-end
Total shareholders’ equity to assets 10.89% 9.37% 9.79% 8.24% 8.38%
Tangible shareholders’ equity to assets (e) 5.94 4.87 5.84 6.25 6.18
Tier I capital (f) 8.55 7.87 8.81 7.23 6.60
Total (Tier I plus Tier II) capital (/) 13.46 12.48 13.65 11.74 10.76
Leverage capital () 7.92 6.55 631 7.11 6.72
Average balances . . :
Loans $ 7,704 $ 9,445 $ 9,843 $ 10,693 $ 13,672
Total interest-earning assets 22,680 22,931 23,529 21,741 23,400
Total assets 33,877 33,695 45,475 46,744 49,184
Deposits 19,493 19,010 17,560 16,469 16,778
Notes and debentures 4,304 4,238 3,751 . 3,478 3,424
Trust-preferred securities (g) 1,010 987 974 991 991
Total shareholders’ equity 3,522 3,356 3,735 3,904 4,309

(a) See page 83 for a discussion of the 2003 cumulative effect of a change in accounting principle.

(b) Returns for 2003 are before the cumulative effect of a change in accounting principle. Return on equity on a net income basis for the years
2003 - 1999 was 19.9%, 20.3%, 35.3%, 25.8% and 22.4%, respectively. Return on asseis on a net income basis for the years 2003 - 1999 was
2.07%, 2.03%, 2.90%, 2.15%, and 1.96%, respectively. Ratios for the years 2001 - 1999 include the after-tax impact of the amortization of
goodwill. Return on assets, on a continuing operations basis, was calculated excluding both the results and assets of the fixed income trading
business even though the prior period balance sheet was not restated for discontinued operations.

(c) See page 7 for the definition of fee revenue.

(d) Ratios for the years 2001 - 1999 include the after-tax impact of the amortization of goodwill.

(e) See page 34 for the definition of this ratio.

() Includes discontinued operations.

(g} Trust-preferred securities were deconsolidated at Dec. 31, 2003. Averages reflect average balances of trust-preferred securities. Future
periods will reflect averages of junior subordinated debentures. See Note 15 for a further discussion.

Note: Throughout this report, all calculations are based on unrounded numbers. FTE denotes presentation on a fully taxable

equivalent basis.




MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF- OPERATION S

RESULTS OF OPERATIONS

Overwew P .

Mellon Financial Corporation is a global financial services company providing institutional asset management,
mutual funds, private wealth management, asset servicing, human resources and investor solutions and treasury
servicesto a distinct set of clients (corporations and institutions and high net worth individuals). The Corporation
focuses on these businesses; which are predominately fee based, and this distinct set of clients, based upon:
favorable underlying long-term growth dynamics; the complementary nature of the products for these clients; the

ability to leverage sales, distribution andtechnology; and the stable low: I‘lSk earmngs and non-capital intensity of
these fee-based businesses. :

The Corporation’s businesses enjoy strong competitive positions, and there are compelling underlying market and
demographic trends that support its strategy and prospects for future growth. The favorable underlying long-term
growth trends impacting these businesses include: an aging work force, the need for retirement savings and an
increased concentration of wealth in the U.S., pension reform in the U.K:-and continental Europe, the trend
toward outsourcing of non-core activities by corporations, the importance of technology in the delivery of high
quahty and.efficient services and the importance of financial stab111ty -and reliability of service partners.

The Corporatlon s long-term ﬁnanc:lal goals cons1stent w1th its mix - of businesses and the growth dynamlcs
underlying these businesses, are to achieve long-term earnings per share growth of 11% to 14% and returns on
common shareholders’ equity in excess of 20%.- While the Corporation seeks to achieve these goals over the
long-term, the Corporation has identified three key economic and market drivers that influence the results of its
businesses,in any given period - the change in financial assets as measured by the Federal Reserve, the change in
nominal Gross Domestic Product (GDP) and changes in the S&P 500 Index. Over the long-term (since 1945)
these measures have demonstrated average growth rates of 7% to 8%. From 1997 to 2000, these measures
exceeded their long-term averages and the Corporation enjoyed strong revenue growth, as shown in the table
below. Since 2000, however, these measures have been below their long -term averages, dlrectly 1mpact1ng the, -
Corporation’s results.

Growth rates (a) Long-term (b) 1997 - 2000 2000 - 2002 2002 - 2003

Growth rate of financial assets | S 8% oo 0 9% (6% _ - 6%
Nominal GDP . . . - % e 6% . 3% _ 5%
S&PS00Index . . - - T%. .. 1% (18)% 26%
Mellon core sector revenue growth w© A i C 11% . 3%k L 6%

(a) Compounded annual growth rates. Growth rate for 2002 - 2003 fm financial assets is for rhe nine month period ended
Sept. 30, 2003.. ‘ .

(b) Since 1945. ’

(c) - Excludes impact of acquisitions and dzvestztures and the formatlon of the ABN AMRO Mellon global custody Jjoint
venture. Growth raie for 2002 - 2003 is fourth qiiarter 2003 compared with fourth quarter 2002. Revenue growth rates
were 19%, 24% and 4% for the periods presented calculated in accordance with generally accepted accounting
principles. Core sector information is presented as an indicator of organic trends.

Specifically, the growth rate of financial assets, which incorporates both appreciation/depreciation of existing
assets and flows of new assets, impacts the Corporation’s asset management and asset servicing businesses, and to
a lesser extent its Human Resources and Investor Solutions (HR&IS) business, since fee revenue in these
businesses is partially related to the level of financial assets under management, custody or administration.



Overview (continued)

Nominal GDP and, most particularly, the component which measures corporate discretionary spending impacts
revenues in the Corporation’s outsourcing-related activities in Asset Servicing and HR&IS and its consulting -
activities in HR&IS as they represent major discretionary spending decisions on the part of clients. Finally, while
its Asset Management businesses manage a wide range of equity assets, the Corporation believes the S&P 500
Index is the most representative index for estimating the sensitivity of its revenues to changes in equity market
levels.

The Cdrporation’s business model, which incorpofétes several objectives as outlined below, is designed to
capitalize on the market dynamics and the complementary characteristics of its businesses, products and clients:

revenue growth exceeding the growth of financial assets over an economic cycle

positive operating leverage over an economic cycle

investment spending aligned with revenue trends

tangible common equity of 5% to 6% -

disciplined acquisition criteria and execution

use of excess capital generation from its fee businesses to support reinvestment, acquisitions, dividends’
and share repurchases while maintaining strong cap1ta1 ratios

Mellon’s success in achieving its long-term goals of 11% to 14% growth in earnings per share and a return on
common shareholders’ equity in excess of 20% will be influenced by the economic and market-environments in
which the Corporation operates. Management is focused on achieving these long-term goals by delivering:
organic revenue growth through new business generation; expense management; exceptional quality service; the
successful 1ntegratlon of acquisitions; and d1s01phned capltal management.

The following sections of this 2003 Financial Annual Report provide a detailed review of the Corporation’s
results on a consolidated basis, based on the line items of the Consolidated Income Statement, as well as by the

performance of the individual business sectors.

Summary of financial results

2003 compared with 2002

Consolidated net income for 2003 totaled $701 million, or $1.63 per share including income from discontinued
operations of $31 million, or $.07 per share, and a charge for the cumulative effect of a change in accounting
principle of $7 million after-tax, or $.01 per share. This charge is discussed further in Note 2. This compared -
with consolidated net income of $682 million, or $1.55 per share, in 2002, which included income from
discontinued operatlons of $19 mllhon or $ 04 per share.

Income from continuing operations, before the cumulative effect of a change in accounting principle, totaled
$677 million, or $1.57 per share, in 2003, compared with $663 million, or $1.51 per share in 2002. Continuing
operations, before the cumulative effect of a change in accountmg principle, returned 19.2% on equ1ty in 2003
compared with 19.8% in 2002. .

In April 2003, the Corporation increased its quarterly common stock dividend by 8% to §.14 per common share.
In October 2003, the Corporation further increased it by 14% to $.16 per common share. In total, the Corporation
increased its quarterly common stock dividend by 23% in 2003.




Summary of financial results (continued)

2002 compared with 2001

Consolidated net income totaled $682 million, or $1.55 per share, in 2002, which included income from
discontinued operations of $19 million, or $.04 per share, compared with $1.318 billion, or $2.76 per share, in
2001, which included income from discontinued operations of $883 million, or $1.85 per share.

Income from continuing operations for 2002 totaled $663 million, or $1.51 per share, compared with

$435 million, or $.91 per share in 2001. Continuing operations returned 19.8% on equity in 2002 compared with
11.6% for 2001. All results presented for 2001 include the amortization of goodwill. See Note 10 for
comparative reésults excluding the amortization of goodwill.

Discontinued operations - 2003, 2002 and 2001
All information in the Financial Annual Report is reported on a continuing operations basis, before the cumulative

effect of a change in accounting principle recorded in the first quarter of 2003, unless otherwise noted. See
Note 4 for a discussion of discontinued operations.



Revenue overview

The vast majority of the Corporation’s revenue consists of fee revenue, given the Corporation’s mix of
businesses, with net interest revenue and gains on the sale of securities comprising the balance. In 2003, fee
revenue comprised 86% of total fee and net interest revenue, on a fully taxable equivalent basis, compared with
85% in 2002, as the Corporation continued to emphasize its fee-based businesses. Investment management fee
revenue is the largest category of fee revenue and is generated principally by the Corporation’s asset management
businesses. Human Resources & Investor Solutions fee revenue, the next largest category, is generated
exclusively in that business sector. The Asset Servicing sector generates the vast majority of institutional trust
and custody fee revenue, securities lending revenue and foreign exchange revenue which together, represent the
next largest component of fee revenue. Cash management revenue is generated principally in the Treasury
Services sector, specifically by the Corporation’s Global Cash Management business. Financing-related revenue
is split between the Treasury Services sector and Other Activity while equity investment revenue and other
revenue relate principally to activities classified as Other Activity. Net interest revenue is generated from loans in
the Private Wealth Management, Treasury Services and Other Activity sectors and from investing excess deposits
primarily generated in the Private Wealth Management, Asset Servicing and Treasury Services sectors as further
described on page 15. Net interest revenue continued to decline in 2003, both in absolute terms and as a
percentage of total fee and non-interest revenue, representing 14% of that total, on a fully-taxable equivalent
basis, in 2003 compared with 15% in 2002. The Corporation recognized gains on the sales of securities available
for sale in 2003 and 2002 as the Corporation chose to sell higher coupon mortgage backed securities which were
subject to prepayment risk due to declining interest rates. Such sales may have the effect of reducing net interest
revenue in future periods if the proceeds are re-invested in lower yielding securities or money market investments.
The percentages of fee and net interest revenue noted above were calculated excluding gains on the sales of
securities to provide comparability to years when no gains were recorded.

The following sections discuss fee revenue in greater detail by type, noting more specific drivers of that revenue
and the factors (including the impact of the economic and market drivers noted in the Overview) which caused fee
revenue of that type to be higher or lower in 2003 compared with 2002. Net interest revenue is discussed in more
detail on page 15. The business sectors discussion beginning on page 20 combines for each sector all types of fee
revenue generated directly by that sector, as well as fee revenue transferred between sectors under revenue
transfer agreements, with net interest revenue generated directly by or allocated to that sector. This discussion of
revenue by business sector is fundamental to an understanding of the Corporation’s results as it represents the
principal manner in which management reviews the performance of its businesses compared with prior periods,
operating plans and with its competitors.




Noninterest revenue

(dollar amounts in millions, unless otherwise noted) 2003 2002 2001
Investment management $1,413 $1,414 $1,375
Human resources & investor solutions 944 1,020 691
Institutional trust and custody - 471 479 392
Securities lending revenue 69 75 97
Total trust and investment fee revenue 2,897 2,988 2,555
Cash management revenue (a) 309 273 225
Foreign exchange revenue 147 146 171
Other trading revenue 14 10 17
Financing-related revenue 141 147 97
Equity investment revenue (6) (28) (380)
Other revenue (a) 69 59 56
Total fee and other revenue $3,571 $3,595 $2,741
Gains on the sales of securities 62 59 -
Total noninterest revenue $3,633 $3,654 $2,741
Fee revenue as a percentage of fee and net interest revenue (FTE) 86% 85% 83%
Market value of assets under management at year-end (in billions) $ 657 § 581 § 592
Market value of assets under administration or custody at year
end (in billions) - ' - $2,845 $2,276 $2,082
S&P 500 Index - year-end 1112 880 1748
S&P 500 Index - daily average 965 994 1194

(a) In the fourth quarter of 2003, merchant card fee revenue was reclassified from cash management revenue to other
revenue. Merchant card revenue totaled 337 million, $12 million and $14 million in 2003, 2002 and 2001, respectively.
Prior periods have been reclassified.

Note: For analytical purposes, the term “'fee revenue,” as utilized throughout this Financial Annual Report, is defined as

total noninterest revenue less gains on the sales of securities. FTE denotes presentation of a fully taxable equivalent basis.

Fee revenue

Fee revenue of $3.571 billion in 2003 declined $24 million from 2002 principally due to a reduction in HR&IS
revenue primarily resulting from the loss of revenues from former Unifi Network customers who had indicated
their decision to terminate business prior to the closing of the acquisition in 2002. Investment management fee
revenue was essentially flat compared with 2002 as the impact of a lower average S&P 500 Index was offset by
higher performance fees, new business flows and the positive translation impact of a weaker dollar. Institutional
trust and custody fees were impacted by a $26 million reduction from the Dec. 31, 2002 formation of the

ABN AMRO Mellon Global Securities Services B.V. global custody joint venture which more than offset
increased revenue from higher assets under administration and custody due to new business conversions and
market appreciation. Cash management revenue increased $36 million, although $15 million of the increase
represented a change in the manner in which the Corporation was paid for certain cash management services by
the Department of the Treasury. That change also increased other revenue by $23 million. Taking into account
the formation of the ABN AMRO Mellon joint venture, the change due to the Department of the Treasury
payment methodology and a $30 million positive impact of foreign exchange translation rates, fee revenue was
down approximately 2% in 2003 compared with 2002. A more detailed discussion of fee revenue, by type,
follows.



Noninterest revenue (continued)

Investment management fee revenue

Investment management fee revenue is dependent on the overall level and mix of assets under management and
the management fees (expressed in basis points or one-hundredth of one percent) charged for managing those
assets. The overall level of assets under management for a given period is determined by the beginning level of
assets under management, the net flows of new assets during the period due to new business wins and existing
client enrichments reduced by withdrawals, the impact of market price appreciation or depreciation on all assets
and the impact of any acquisitions or divestitures. The mix of assets under management is determined principally
by client asset allocation decisions among equities, fixed income, money market or other alternatives and further
by whether those assets are to be managed actively to generate returns or managed to match an indexed return
(passively). Equity assets under management and alternative investments generate the highest management fees,
followed by fixed income and money market investments. Actively managed assets typically generate higher
management fees than indexed or passively managed assets of the same type because it is more expensive to’
actively manage these assets. Performance fees are also earned by investment managers when the investment
performance of their products exceed various benchmarks. Management fees are typically subject to declining fee
schedules based on the overall level of assets managed for a single client in the aggregate or by individual asset
class and style. This is most prevalent for institutional assets, where amounts managed for individual clients are

typically large.

The following table shows the change in assets under management from Dec. 31, 2002 to Dec. 31, 2003, by
business sector, due to net flows, net market appreciation and acquisitions/transfers between sectors. Additional
detail is available in the business sectors discussion beginning on page 20.

Changes in market value of assets under management for 2003 - by Business Sector

Institutional Private
Asset Mutual Wealth
(in billions) Management Funds Management Total
Market value of assets under :
management at Dec. 31, 2002 $358 (a) $181 $42 3581
Net inflows (outflows):
Long-term 21 1 (1) 21
Money market _18 _2D _ - _
Total net inflows (outflows) 39 (26) (1 12
Net market appreciation 49 10 4 63
Acquisitions/transfers between sectors (1) - 2 1
Market value of assets under
management at Dec. 31, 2003 $445 (a) $165 $47 $657

(a) Includes securities lending assets advised by Institutional Asset Management of 341 billion and 3535 billion at Dec. 31,
2002 and Dec. 31, 2003, respectively. Revenue earned on these assets is reported in Securities lending revenue on the
income statement and in the Asset Servicing sector.
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Investment management fee revenue - by business sector

{in millions) , 2003 2002 2001
Institutional Asset- Management N S : _ )
Institutional and private chents : : - $ 420 - $ 373 $ 380 (@)
Mutual funds . . 129° ’ 121 112
Total ) o ’ ' % 549 $ 494 $ 492
Mutual Funds
Mutual funds - ‘ - - $ 524 $ 583 . $ 558
Institutional and private clients, . ' ' 29 , 2 » 14
Total ) $ 553 $ 604 ‘ $ 572
Private Wealth Management T L S - -
‘Private clients = - ' ‘ ‘ $ 274 $ 276 % 277
Mutual funds - o - ; S | 1 A 1
Total - I T o S -8 275 B ) - 278
Human Resources & Investor Solutions* * = : B L
Mutual funds () . o - $ 36 - § 39 - .5 39
Other Activity o : : Do S ) a :
Institutional and private clients $ - 3 .- Lo 8 (6) @
Total investment management fee revenue- $1,413 $1,414 $1,375 (o)

(a) Institutional Asset Management results for 2001 include 36 million of revenue for services provided for an employee
benefit plan of the Corporation. This amount is offset'in the Other Activity sector.
(b) Earned from mutual fund investments in employee benefit plans administered in this sector.

Investment management fee revenue - by product

(in millions): : - - 2003 . 2002 : 2001

Managed mutual funds (a): ~ o - - : : L :
Equity funds ‘ $ 234 . $ 252 ‘ § 292
Money market funds ' 271 310 249
Bond and fixed-income funds o - 147 . - 143 ‘ 134
Nenproprietary ) 38 39 : 35
 Total managed mutual funds : T o690 744 710
Institutional and private clients fee revenue . e 723 670 665
Total investment management fee revenue $1,413 $1,414 .$1,375

(a) Net of mutual fund fees waived and fund expeme rezmbursements of $40 million, $40 million and $27 mzllzon for
- 2003, 2002 and 2001, respectively.

As noted in the Overview to Management’s Discussion and Analysis of Financial Condition on page 3 the growth
rate of financial assets as measured by the Federal Reserve is a key economic driver of growth in investment .
management fees in any given period, as it encompasses both net flows and market appreciation or depreciation.
The S&P 500 Index is also an important driver of investrhent management fees, particularly fees for equity assets
under management. The Corporation estimates that a sustained (one year) 100 point change in the S&P 500
Index, when applied to the Corporation’s mix of asséts.under management, would result in a change of
approximately $40 million to $50 million annually in investmient management fees, excluding performance fees.

It should also be noted that there is a corresponding change i in incentive expense with a change in investment
management fees. For any given reporting period, the actual impact may vary from what might be estimated -
using that sensitivity since Institutional Asset Management records investment management revenue based on
quarter-end assets under management levels, Mutual Funds based on daily assets under management levels and
Private Wealth based on prior months’ assets under management levels. The actual impact will also vary with
changes in asset mix, the timing of net flows, the relationship of other benchmarks used versus the S&P 500 Index
and other factors. The relevant changes in the S&P 500 Index for 2003 compared with prior years are as follows.
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S&P 500 Index S 2003 compared
- = with 2002
2003 2002 © 2001 Index  Percentage
Year-énd 1112 880 1148 C232 26.4%

Daily average 9265 994 1194 (29) (2.9)%

Investment management fee revenue of $1.413 billion decreased $1 million in 2003 compared with 2002 as
higher institutional and private client revenue in the Institutional Asset Management sector was offset by lower
mutual fund management fees in the Mutual Fund sector. Investment management fees in Institutional Asset
Management totaled $549 million, an increase of $55 million, or 11%, in 2003 compared with 2002 primarily due
to higher performance fees, improved equity markets, net inflows and the favorable effect of foreign exchange
rates. Performance fees totaled $70 million in 2003 compared with $47 million in 2002. As shown on the table
on page 8, assets under management in the Institutional Asset management sector increased $87 billion in 2003,
including $49 billion from market appreciation and $21 billion from net long-term inflows, primarily from net
new business. Investment management fees in Private Wealth Management totaled $275 million, a decrease of

- $2 million, or less than 1%. S

The largest category of investment management fees are fees from mutual funds. Managed mutual fund fees
totaled $690 million in 2003, a decrease of $54 million, or 7%, compared with 2002, primarily due to lower
mutual fund management fee revenue in the Mutual Fund sector. ‘Mutual fund management fees in the Mutual
Fund sector of $524 million declined $59 million, or 10%, in 2003 compared with 2002. Investment management
fees from managed mutual funds are based on the daily average net assets of each fund and the average basis
_point management fee paid by that fund. The average net assets of proprietary mutual funds managed declined
$21 billion in 2003 compared with 2002, as shown in the table below, due to outflows of institutional money
market funds and market depreciation in average equity funds durlng the year driven by the lower daily average
S&P 500 Index shown in the table above.

Avérage assets of proprietary mutual funds

(in billions) . . . . . ,..2003 . 2002 . - 2001
Equity funds ' o $ 39 $ 41 ' $ 49
Money market funds . S .- 111 .. 130 92
Bond and fixed income funds ) 26 ] 26 25

Total average proprietary mutual fund assets managed : $176 3197 $166

In 2003, total proprietary managed mutual funds generated 37 basis points on total average proprietary managed
mutual funds, compared with 36 ba51s points in 2002. For 2003 and 2002, the Corporation generated 60 and

61 basis points on average equny mutual funds; 24 and 24 basis points on average proprietary money market
funds; and 56 and 55 ba51s points on average proprletary bond and fixed income funds, respectively.

As of Dec. 31, 2003, the market value of assets under management was $657 billion, a $76 billion, or 13%,
increase from $581 billion at Dec. 31, 2002. The $657 billion of assets managed were comprised as follows: 36%
equities; 25% money market; 20% ﬁxed income; 10% securities lending cash collateral and 9% overlay and
global fixed-income products. The increase at year-end 2003 compared with year-end 2002 was primarily due to
the 1mproved year-end equity markets; as net long-term inflows of $21 billion, and net market appreciation of
$63 billion’ were only part1ally offset by money market net outﬂows of $9 bllhon as shown on the table on

page 8.
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Market value of assets under management at year -end"

(in billions) N ‘ ' ‘ 2003 , 2002 2001
Mutual funds managed: oo L S
Equity funds T S - $47 0§ 36 8 47
Money market funds 99 126 - 11
- Bond and fixed-income funds - 25.. 27 -, - .26
Nonpropriefary . -. ..~ - .U O St T 26 18, 24
Total mutual funds managed v ' - : © 197 - 207 208
Institutional and private clients assets under management (@ - . . - 460 - . . 374 .. 384
Total market value of assets under management o . ‘ $657 $581 $592
S&P 500 Index year—end o T L : : 1112 “880 1148
S&P 500 Index - daily average - . ) a v R , 965 994 1194

fa) Includes assets managed at Pareto Partners of $40° bzllzon at Dec. 31, 2003; 332 billion at Dec. 31, 2002, and
" 833 billion at Dec. 31, 2001: - The Corporation has a 30% equity interest in Pareto Partners, which is accounted for
under the equity method of accounting. :

Human resources & investor solutions fee revenue

HR&IS revenue generated from consulting, outsourcing and investor services totaled $944 million in 2003, a
decrease of $76'million; or 7%, -from$1.020 billion in 2002. This decrease primarily reflected the loss of
revenues from former.Unifi Network customers that had indicated their decision to terminate business prior to the
closing of the acquisition in 2002 and lower volumes due to fewer benefit plan participants and transactions. See

the discussion on page 29 of the busmesses in thlS sector and the factors that drive the performance of those - -
businesses. - . T, Lok e

Institutional trust and custody revenue

Institutional trust and custody fees are dependent on a number of factors including the level of assets administered
and under custody, the volume of transactions in the accounts, and the types and frequency of ancillary services
provided, such-as performance analytics. Institutional trust and eustody fees also include professional and license
fees for software products offered by Eagle Investment Systems which are dependent on discretionary spending
decisions by investment managers, Institutionaltrust and custody fee revenue of $471 million in 2003, decreased
$8 million compared with 2002 primarily due to the formation of the ABN AMRO Mellon global custody joint
venture on Dec. 31, 2002 whxch resulted in a.$26 million reduction in institutional trust and custody fee revenue.
Excluding the 1mpact of this Jjoint venture, 1nst1tut10nal trust and custody fee revenue increased 4% in 2003,
reflecting higher assets under custody due to the impact of net new business, market appreciation and the posmve
effect of foreign exchange rates partially offset by a slowdown in spending for professmnal and license fees for
software products offered by Eagle Investment Systems. As shown in the following table, assets under
administration or custody totaled $2.8 trillion at Dec. 31, 2003, an increase of $569 billion, or 25%, compared .
with $2.3 trillion at-Dec. 31,2002.. . ~ - . :

o
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Market value of assets under administration or custody at year-end o
(in billions) © 2003 2002 2001

Market value of assets under administration or custody (a)(b) $2,845 $2,276 $2,082
S&P 500 Index - year-end 1112 880 . 1148
S&P 500 Index - daily average 965 - 994 1194

(a) Includes 8439 billion of assets at Dec..31, 2003, $322 billion of assets at Dec. 31, 2002; and 3289 billion of assets at
 Dec. 31, 2001, administered by CIBC Mellon Global Securities Services, a joint venture between the Corporation and
the Canadian Imperial Bank of Commerce. The market rate of exchange at the close of business was 8.7750, $.6339

and 8.6278 at Dec. 31, 2003, 2002 and 2001, respectively, for one Canadjan dollar. '

(b) Assets administered by the Corporation under ABN AMRO Mellon Global Securities Services B.V., a joint venture of the
Corporation and ABN AMRO, included in the table above, were 3299 billion at Dec. 31, 2003 and $221 billion at
Dec. 31, 2002. Assets adwiinistered by the Corporation under ABN AMRO Mellow, a previous strategic alliance of the
Corporation and ABN AMRO, included in the table above were 8130 billion.at Dec. 31, 2001. The market rate of
exchange at the close of business was $1.2610, $1. 0462 and $.8879 at Dec. 31, 2003, 2002 and 2001, _respectively, for
one Euro.

Securities lending revenue

Securities lending revenue is dependent on the pool of assets under custody available for lending, the
borrowing demand for specific securities within that pool by broker-dealers, the spread earned on
reinvestment of cash posted by the borrower as collateral and the percentage sharing of that earned spread -
with custody clients who own the securities. Securities lending revenue totaled $69 million in 2003
compared with $75 million in 2002 a decrease of $6 million, or 8%, primarily due to lower average spreads
caused by a less favorable interest rate environment partially offset by higher domestic volumes. The
average level of securities on loan totaled $65 billion in 2003 compared with $57 bllhon in 2002. The fee
split with clients was relatively stable from 2002 to 2003.

Cash management revenue’

Cash management fee revenue primarily represents revenue from corporate and institutional customers for a wide
range of cash management services as described under Treasury Services on pages 30 and 31-and is typically
dependent on the volume of items processed and the manner in which the customer chooses to pay for those
services. Cash management fee revenue does not include revenue from customers providing compensating
deposit balances in lieu of paying fees for all or a portion of services provided. The earnings on these
compensating deposit balances are reported as net interest revenue. Cash management fee revenue of

$309 million increased $36 million, or 13%, compared with 2002 of which $15 million resulted from a change in
the manner in which the Corporation was paid for certain cash management services by the Department of the
Treasury, a major cash management customer, beginning in mid-July 2003. This revenue was previously
recorded as net interest revenue because it was paid via compensating balance earnings. Excluding the impact of
this change, cash management fee revenue increased 8% compared with 2002 reflecting higher volumes of
electronic services. Fee revenue also increased due to the declining interest rate environment which resulted in
lower compensating balance earnings for those customers maintaining deposit balances in lieu of paying fees.

Foreign exchange revenue

Foreign exchange revenues are principally composed of foreign exchange trading revenue. Foreign exchange
trading revenues are directly influenced by the volume of client transactions and the spread realized on those
transactions as more fully described under Asset Servicing on pages 27 and 28. Foreign exchange revenue totaled
$147 million in 2003, up $1 million, compared with 2002, including a $4 million increase from foreign exchange
trading, resulting from higher levels of client volumes.
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Other trading revenue -~ - Rt

Other trading revenue, which includes securities trading revenue and fair market value adjustments of credit
default swaps, totaled $14 million in.2003, a $4 million, or 37%, increase compared with 2002 primarily
reflecting improved trading performance of debt instruments and derivative contracts, partially offset by a loss of
$4 million resulting from the net fair market value adjustments of credit default swaps. These instruments act as
an economic hedge of credit risk for certain large corporate loans and unfunded commitments.

Financing-related revenue

Financing-related revenue, which primarily includes loan commitment fees; letters of credit and acceptance fees; .
gains or losses on securitizations, loan sales and lease residuals; and returns from corporate-owned life insurance,
totaled $141 million in 2003, a $6 million, or 4%, decrease compared with $147 million in 2002. This decrease
primarily reflects lower fee revenue from a referral arrangement with an asset-backed commercial paper entlty,
further d1scussed in Note 7. :

Equity investment revenue

Equity investment revenue includes realized and unrealized gains'and losses on venture capital and non-venture
capital investments. For a discussion of the Corporation’s accounting policies relating to venture capital
investments see pages 61 and 62.. Revenue from non-venture. capital investments includes equity income from
certain investments accounted for under the equity method of accounting and gains (losses) from other equity
investments. The following table shows the components of equity investment revenue.

Equity investment revenue - gain (loss)

(in miilions) . 2003 2002 2001
Ventuie capital activity - realized and “Gnrealized gain (loss): e
Private and publicly held direct investments - ‘ $3 - $(5%5) - $(309)
Third party indirect funds S 10) . - : (76)
-. Total vénture capital activity - e o o 55) o " (385)
Equity income and gains on the sale of other equity investments 1 .- ~ 27 5
Total equity investment revenue 3 (6) $(28) $(380)

The $7 million loss in 2003 from venture capital act1v1ty compared with a $55 million loss in 2002 and a

$385 million loss in 2001 reflects an 1mproved but less than robust business envrronment The majority of the
Corporation’s venture capital investments are in compames that sell products or services to other companies, and
as such have been significantly impacted by the slowdown in dlscretlonary corporate’ spendlng, as well as from
the general lack of Venture capltal funding. "

The $7 million loss in 2003 resulted from negative fair value adjustments and management fees of $10 million for
third party indirect funds, partially offset by net positive fair value adjustments for private and publicly held direct
investments of §3 million. The negative fair value adjustments of the third party indirect funds were recorded
across all sectors and were partially offset by realized gains recorded in the fourth quarter of 2003, primarily in
the technology sector. The positive fair value adjustments in the private-and publicly held-direct investments
were across all sectors, partially offset by net realized losses from sales of companies in the technology sector.
The $55 million loss in 2002 primarily resulted from valuation adjustments of companies in the technology sector
that the Corporation has risk rated in the “below expectations” and “declining” categories (see page 61 for a
description of categories), as well as from negative valuation adjustments to reflect prices being realized in
mergers and acquisitions of technology and telecommunications companies. In addition, a significant valuation
loss was recorded on a publicly held printing software company in the second quarter of 2002.
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At Dec. 31, 2003, approximately 60% of the direct investment portfolio was risk rated as “superior” or “meets
expectations”, the two best risk ratings, compared with approximately 50% at Dec. 31, 2002. However, continued
weakness in the economy and deterioration in the equity markets could result in additional losses in the future.

See the table on page 33 for the 2003 year -t0- date and life-to-date activity of the Corporation’s venture capital
investments portfoho

Equity income and gains/(losses) on the sale of other equity investments totaled $1 million in 2003 compared with
$27 million in 2002. The decrease primarily resulted from lower gains on the sale of other equity investments and
a decrease in equity income in 2003. :

Other revenue .

Other revenue totaled $69 million in 2003, compared with $59 million in 2002. Other revenue inciudes revenue
from merchant card services that was reclassified from cash management services in the fourth quarter of 2003.
All prior periods were reclassified. Merchant card revenue totaled $37 million and $12 million in 2003 and 2002,
respectively. Of the $25 million increase in 2003 compared with 2002, $23 million resulted from the change in
the manner in which the Department of the Treasury paid for certain merchant card services in 2003, as well as’
additional volume. However, merchant card revenue will decrease in 2004 as a result of the decision by the
Bureau of Public Debt to discontinue allowing U.S. Savings Bonds to be purchased with credit/debit cards via the
Internet. This business generated approximately $14 million of fee revenue and $15 million of net interest
revenue in 2003. Net interest revenue was recorded prior to the change in the manner in which the Department of
the Treasury pays for its.services. Operating expenses, primarily purchased services, will also decline by a similar
amount, with a minimal 1mpact on income before taxes.

Guains on sales of securities

The $62 million of gains on the sales of securities in 2003 resulted from the sale of mortgage-backed securities in
the Corporation’s securities available for sale portfolic which were at risk to prepayment due to lower interest
rates. At Dec. 31, 2003, net unrealized gains remaining in the Corporation’s available for sale portfolio were

$7 miilion, down from $189 million at Dec. 31, 2002, primarily due to sales of securities and higher yields in the
mortgage-backed securities market at year-end.

Gross joint venture fee revenue (supplemental information)

The Corporation accounts. for its interests in joint ventures under the equity method of accounting, with its share
of the net results of $30 million, $18 million and $17 million, for 2003, 2002 and 2001, respectively, recorded
primarily as trust and investment fee revenue. The Corporation’s portions of gross joint venture fee revenue and
expense are not 1nuluded in the Corporatlon s reported fee revenue and operating expense. The following table
presents the components of gross joint venture fee revenue for informational purposes to show the trend of
revenue growth in the Corporation’s joint ventures. The increase in 2003 compared with 2002 primarily resulted
from the Dec. 31, 2002 formation of the ABN AMRO. Mellon joint venture. -

Gross joint venture fee revenue (a) ‘ ‘ -
(in millions) , » 2003 2002 2001

Trust and investment gross joint venture fee revenue : $402 $288 $278
Foreign exchange gross joint venture fee revenue . 30 18 22
Total gross joint venture fee revenue $432 $306 £300

(a) The most significant of these joint ventures are ABN AMRO Mellon Global Securities Services B.V., CIBC Mellon
Global Securities Services Company, CIBC Mellon Trust Company and Russell/Mellon Analytical Sewvices, which are
part of the Asset Servicing Sector.
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2002 compared with 2001

Fee revenue increased to $3.595 billion in 2002 from $2.741 billion in 2001 due to acquisitions, lower equity
investment losses and higher financing-related and cash management revenue, partially offset by lower foreign
exchange revenue. Acquisitions impacting the year-over-year increase included the July 2001 acquisition of
Standish Mellon Asset Management, the November 2001 acquisition of Eagle Investment Systems and the
January 2002 acquisition of Unifi Network. Fee revenue in 2001 was impacted by the $385 million loss on
venture capital investments and the $57 million loss on disposition of loans. Trust and investment fee revenue
increased to $2.988 billion from $2.555 billion primarily. due to the aforementioned acquisitions. Excluding the
impact of acquisitions, trust and investment fee revenue decreased approximately 2% in 2002, primarily due to
lower securities lending revenue, HR&IS and investment management fee revenue. The equity markets at
Dec. 31, 2002, as measured by the Standard & Poor’s 500 Index, decreased 23% compared with Dec. 31, 2001,
and the darly average decreased 17% over the same period.

Net interest revenue

Net interest revenue includes the interest spread on interest-earning assets, loan fees, cash receipts and interest
reversals on nonperforming loans, and revenue or expense on derivative instruments used for interest rate risk
management purposes. The majority of the Corporation’s net interest revenue is earned from investing excess
deposrts generated in the Corporation’s Private Wealth Management, Asset Servicing and Treasury Services
sectors in high quality, short duration investment securities and money market investments. The balance is earned
principally from loans to relationship customers in the Private Wealth Management and Treasury Services sectors.
Average interest-earning assets, as shown in the table on pages 16 and 17 were slightly lower in 2003 than in
2002 as a $1.7 billion decrease in average loans was not fully offset by higher levels of securities and money
market instruments. Average deposits increased slightly. Net interest revenue on a fully taxable equivalent basis
totaled $586 million in 2003, down $36 million, or 6%, compared with $622 million in 2002. The net interest
margin was 2.64% in 2003, down 15 basis points compared with 2.79% in 2002.

The decrease in net interest revenue in 2003, compared with the prior year, resulted primarily from the third
quarter 2003 change in the manner in which the Department of the Treasury is paying for certain cash
management and merchant card services which totaled $38 million in 2003, as well as a $16 million reduction due
to the formation of the ABN AMRO Mellon global custody joint venture. The $38 million of revenue from the
Department of the Treasury was recorded as other revenue ($23 million) anid cash management fee revenue

(§15 million). Excluding the revenue earned from the Department of the Treasury that was recorded as net
interest revenue in the first half of 2003 and all of 2002, and the impact of the: ABN AMRO Mellon joint venture,
net interest revenue and margins would have been $545 million and 2.68% and $546 million and 2.80% for 2003

and 2002, respectrvely See the following two-pages for an analysis of the changes in volumes and rates affecting
net interest revenue.

The Corporation has narrowed its strategic focus in recent years, which has resulted in a different mix of
businesses and a smaller balance sheet. As a consequence, the Corporation has reduced, and will seek to continue
to reduce, credit availability to the corporate and institutional marketplace. For 2004, quarterly net interest.
income is expected to be relatively stable from the fourth quarter of:2003 level of $124 million, on a fully taxable
equivalent basis, allowing for seasonal varratrons and tactical investment decisions.

2002 compqred with 2001

Net interest revenue on a fully taxable equivalent basis totaled $622 million in 2002, an incréase of $40 million,
or 7%, from $582 million in 2001, while the net interest margin increased by 30 basis points to 2.79%. The
increase in net interest révenue in 2002, compared with the prior year, primarily resulted from a higher net interest
margin which more than offset a lower level of average interest-earnings assets. Approximately $1.4 billion of

low yielding money market investments were partially replaced by an approxrmate $700 m11110n increase in-
higher yielding securities.

15.
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CONSOLIDATED BALANCE SHEET -- AVERAGE BALANCES AND INTEREST YIELDS/RATES

2003
Average
Average yields/
(dollar amounts in.millions) : . ' balance Interest rates
Assets Interest-earning assets: : ) :
Interest-bearing deposits with banks (primarily forclgn) $ 2,247 $ 59 C2.65%
Federal funds sold and securities under resale agreements © 658 8 1.20
- Other money market investments . 151 3 1.83
Trading account securities ) 722 . 14 1.87
Securities: ) ] :
U.S. Treasury and agency securities (a) o 9,772 419 4.29
Obligations of states and political subdivistons (@} - : 537 : 37 6.86
Other (a) oo . : ~ 789 80 10.12.
Loans, net of unearned discount . 7,704 314 . 4.08
Funds allocated to discontinued operations - - -
Total interest-earning assets (b) 22,580 $934 4.13
Cash and due from banks 2,264
Premises and equipment 693
Other assets of discontinued operations -
Other assets . - 8,357
Reserve for loan losses 117
Total assets : . $33,777
Liabilities and " Interest-bearing liabilities: .
shareholders’ Deposits in domestic offices: . -
equity ] Demand, money market and other savings accounts $ 8,204 $ 55 0.67%
: Savings certificates ’ 237 6 2.32
Other time deposits ’ : . . 351 ‘ 5 1.47
Deposits in foreign offices : : 4.179 _48 1.16
Total interest-bearing deposits 12,971 114 0.88
Federal funds purchased and securities under
repurchase agreements V - : i 1,716 16 0.95
U.S. Treasury tax and loan demand notes : 166 1 0.83
Term federal funds purchased 264 3 1.19
Commercial paper 18 - 0.66
Other funds borrowed : 585 ' 26 4.33
Notes and debentures (with original maturities over one year) 4,304 130 3.01 (@)
Trust-preferred securities : 1,010 (¢) 58 5.76 (d)
Funds allocated from discontinued operations - - -
Total interest-bearing liabilities - 21,034 $348 1.65
Total noninterest-bearing deposits ) 6,522 (e)
Other liabitities of discontinued operatlons )
Other liabilities (@) ) : 2,764
Total labilities ' - 30,320
Shareholders’ equity (@) e - 3457
. ‘ Total liabilities and shareholders’ equity ) $33,777
Rates . Yield on total interest-earning assets . 934 4.13%
Cost of funds supporting interest-earning assets . 348 1.49
Net interest income/margin (f): '
Taxable equivalent basis $586 - 2.64%
Without taxable equivalent increments 569 2.57
Foreign and Foreign interest-earning assets - . : $ 2,742 $ 24 0.87%
domestic components Domestic interest-earning assets $19.838 $562 2.89
Consolidated interest-carning assets $22,580 $586 2.64%
(a)  Amounts and yields exclude adjustments to fair value and the related deferred tax effect requived by SFAS No. 115.
(b} Yields on interest-earning assets include the impact of interest earned on balances maintained by the Department of the Treasury in return for services
provided, inciuding ihe amounts shown in Note 20. .
(c) Trust-preferred securities were deconsolidated at Dec. 31, 2003. See Note 15 Jor a further dzscusszon
(d)  In the second quarter of 2003, the Corporation began to include hedge results with trust-preferred securities, which previously had been included with
notes and debentures. The average rate paid on trust-preferved securities, including the hedge results, would have been 5.08%, 5.50% and 6.88% for
2003 - 2001, respectively, while the rate paid on notes and debentures, excluding the hedge results, would have been 3.16%, 3.77% and 5.41% for
2003 - 2001, respectively.
(e)  Noninterest-bearing deposits include 36.492 billion 87.946 billiori and 37.217 billion of domestic deposits, and 330 million, $29 million and
323 million of foreign deposits in 2003, 2002 and 2001, respectively.
(7 Calculated on a continuing operations basis for the impact of the sale of the fixed income trading business even zhaugh the prior period balance sheet

is not restated for discontinued operations in accordance with generally accepted accounting prmczples

Note: Interest and average yields/rates were calculated on a taxable equivalent basis, at tax rates approximating 35%, using dollar amounts in thousands
and actual number of days in the years, and are before the effect of reserve reguirements. Loan fees, as well as nonaccrual loons and their related income
effect, have been included in the calculation of average yields/rates.




2002 2001 2000 1999
Average Average Average Average
Average yields/ Average yields/ Average yields/ Average yields/
balance Interest  rates "balance  Interest rates "balance  Interest rates balance Interest rates
$1870 § 62 3.33% $2493 § 96 3.85% $1,04 S 60 5.68% $ 803 $ 39 4.81%
462 8 1.80 1,179 46 3.90 964 62 6.42 753 41 5.44
116 3 2.16 166 8 4.82 86 5 5.81 60 3 5.00
744 8 1.11 436 ‘16 3.67 310 19 6.01 370 19 5.29
7,715 387 5.02 8,002 438 6.10 6,273 411 6.55 6,361 408 6.41
400 28 6.87 265 18 6.79 149 9 6.27 117 7 6.24
1,814 120 6.63 1,032 78 7.56 87 7 8.36 90 7 7.75
9,445 448 4.75 9,843 655 6.65 10,693 834 7.80 13,671 948 6.93
184 4 2.01 - - - 2,304 128 5.56 1,296 43 332
22,750 $1,068 4.70 23,416  $1,405 6.00 21,920 $1,535 7.00 23,521 $1,515 6.44
2,857 2,773 2,680 2,634
721 615 448 - 400
206 12,683 16,408 16,922
7,135 6,070 - 5,730 6,083
(140) (194) 270 (324)
$33,529 $45,363 $46,916 $49,236
$6613 § 87 1.32% $5716 $ 147 2.57% $ 5834 § 248 4.25% $ 5327 $ 189 3.55%
244 7 3.00 212 8 3.77 210 10 4.76 194 12 6.19
770 15 1.95 924 39 - 422 1,099 61 5.55 1,254 64 5.10
3.408 63 1.85 - 3468 122 3.52 3.014 149 4.94 3,052 133 4.35
11,035 172 1.56 10,320 316 3.06 10,157 468 461 9,827 398 4.05
1,985 30 1.51 1,652 65 . 3.93 1,696 104 6.13 2,121 102 4.79
264 4 1.49 204 - 9 4.41 363 22 5.98 511 24 4.74
324 5 1.74 61 2 328 131 8 6.09 427 22 524
41 1 1.58 489 18 - 3.68 127 8 6.34 128 7 5.39
615 20 3.19 423 29 6.86 837 54 6.45 1,191 75 6.30
4,238 135 319 @ 3,751 191 5.09 () 3,478 237 6.83 3,424 225 6.59
987 79 8.00 (& 974 79 8.11 (@) 991 79 793 991 79 793
- - - 1,595 114 7.15 - - - - - -
19,489 $ 446 2.29 19,469 $ 823 423 17,780 $ 980 5.51 18,620 $ 932 5.01
7975 (e) . 7,240 (2) : 6,312 6,951
206 . 12,683 16,408 16,922
2,611 2,310 2,400 2,400
30,281 41,702 42,900 44,893
3248 3,661 4016 - 4,343
$33,529 $45,363 $46,916 349,236
1,068 4,70% 1,405 6.00% 1,535 7.00% 1,515 6.44%
446 1.91 823 3.51 980 447 932 3.96
$ 622 2.79% $ 582 2.49% § 555 2.53% $ 583 2.48%
610 2.74 574 2.46 550 2.51 579 2.46
$2797 $ 27 .95% $ 3658 $§ 29 .79%
$19953 § 595 3.06 $19,758 § 553 2.81
$22,750 § 622 $23416 § 582 2.49%

2.79%
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Operating expense

Operating expense

(dollar amounts in millions) - o 2003 - 2002 2001
Staff expense: A : c o : _
‘Compensation o , . _ $1,325 $1,316 $1,108
Incentive (@) . ' - : 344 386 354
Employee benefits (b) ‘ 233 148 75
" Total staff expense ' $1,902 $1,850 $1,537
Professional, legal and other purchased services (c) < 425 : 386 346
Net occupancy expense . Y 265 246 219
Equipment expense ' 232 ' 221 157
Business development ‘ ' 108 131 ' 117
Communications expense R . 106 110 95
Amortization of goodwill - - 73
Amortization of other intangible assets 19 15 7
Other expense ' 150 147 94
Total operating expense ‘ $3,207 $3,106 $2,645
Employees at year-end 20,900 22,500 20,500

(a) Effective Jan. 1, 2003, the Corporation began recording an expense for the estimated fair value of stock options using
.the prospective method under transitional guidance provided in Statement of Financial Accounting Standards (SFAS)
No. 148, “Accounting for Stock-Based Compensation - Transition and Disclosure.” Stock options granted in 2003 had
a fair value of 849 million. Stock option expense totaled approximately $3 million in 2003 for these options and will
total approximately $17 million, $16 million and 313 million in 2004, 2005 and 2006, respectively. See Note 1 for a
JSurther discussion of the impact of recording expense for stock options.

(b) Includes apenszon credit of$28 million, $97 million and $120 million, respectively.

(c) As discussed in “other revenue” on page 14, the termination of a merchant card program will result in the reduction of
inter change expenses in 2004. These expenses totaled $29 million in 2003. .

Staff expense

Given the Corporation’s mix of fee based businesses, the largest category of operating expense is staff expense
which comprised approximately 60% of total operating expense in 2003. The largest component of staff expense
is compensation which includes base salary expense, which is primarily driven by headcount, the cost of
temporaries and overtime and any severance expense incurred by the Corporation. Incentive expense represents
additional compensation earned under a wide range of sales commission plans and incentive plans designed to
reward a combination of individual, line of business and corporate performance versus goals Beginning in 2003,
incentive expense includes the cost of stock options, which totaled $3 million in-2003. Employee benefits
expense primarily includes the cost of the Corporation’s employee benefits plans for health and welfare benefits,
payroll taxes and retirement benefits, i
Total staff expense increased $52 million, or 3%, in 2003 primarily due to significantly higher employee benefit
expense. Compensation expense increased $9 million, or less than 1%; and included $54 million of severance
expense in 2003 compared with $16 million in 2002, so that base salary expense (including temporaries and
overtime) actually decreased $29 million, or 2%, in 2003 due to a headcount reduction of 1,600. Incentive
expense was lower in 2003 compared with 2002 reflecting lower corporate profitability, while employee benefits
expense increased $85 million primarily due to a $69 million lower pension credit. The $54 million charge for
severance expense relates to a planned reduction of approximately 2,100 positions, approximately 650 of which
had occurred by Dec. 31, 2003. As of Dec. 31, 2003, approximately $26 million of this severance accrual had
been utilized, with the remainder expected to be utilized by Dec. 31, 2004.

The Corporation’s funded defined benefit pension plans are overfunded on a consolidated basis and have
generated net pension credits for the past several years. The Corporation currently expects that the net pension
credit for the funded and unfunded plans, in the aggregate, will decrease and be replaced by a net pension cost in




Operating expense (continued)

2004. Pre-tax net pension credits of $28 million in 2003, $97 million in 2002 and $120 million in 2001 were
recorded for all funded and unfunded pension plans. Reflecting a decrease in the discount rate to 6.25% from
6.75% and the change in the assumed rate of increase for compensation from 3.50% to 3.25%, as well as an
unchanged expected return on assets of 8.50%, the Corporation’s pension expense will change from a net credit of
$28 million in 2003 to a net periodic pension benefit cost of approximately $10 million pre-tax for the year 2004,
assuming no other changes in assumptions for the funded and unfunded plans and assuming current currency

exchange rates. Accounting for pensions is considered to be a critical accounting policy and is discussed on
pages 63, 64, 105 and 106.

Other expenses

Other expenses include certain expenses that vary with the levels of business activity, productivity initiatives
undertaken, changes in business strategy, and changes in the mix of business, among other things. These
expenses include professional, legal and other purchased services; business development (travel, entertainment
and advertising); communications expense (telecommunications, postage and delivery); and other expenses’
(government assessments, personnel related, forms and supplies, clerical errors, etc.). These expenses totaled
$789 million in 2003, a $15 million, or 2%, increase from $774 million in 2002, as higher expenses for purchased
services and insurance more than offset lower advertising, travel and entertainment, and forms and supplies -
expense. Other expenses also include occupancy, equipment and intangible amortization expenses which totaled
$516 million in 2003, a'$34 million, or 7%, increase from $482 million in 2002. Of the $34 million increase,
$18 million resulted from the write-off of software and fixed assets (included in equipment expense in the table
above) in the HR&IS sector. The remaining increase primarily resulted from higher rent expense and higher
depreciation expense.

Operating expenses in 2003 compared with 2002, were also impacted by the formation of the ABN AMRO
Mellon joint venture and the negative effect of a weaker U.S. dollar on non-U.S. expenses. The increased costs
due to the weaker dollar on non-U.S. expenses was approximately $32 million in 2003 compared with 2002,
including $14 million in staff expense, while the formation of the ABN AMRO Mellon joint venture reduced
expenses by $39 million over the same time period.

2002 compared with 2001

Operating expense for 2002 totaled $3.106 billion, an increase of $461 million, or 17%, compared with

$2.645 billion in 2001. This increase was primarily due to acquisitions; higher health care and other benefits
expense; a lower pension credit and higher insurance expense, partially offset by the required elimination of .
goodwill amortization in 2002 and lower severance expense. Excluding the effect of acquisitions and
amortization of goodwill for 2001, operating expense increased approximately 3% in 2002 compared with 2001,
due to the same factors discussed previously. '

Income taxes

The provision for income taxes from continuing operations totaled $311 million in 2003, compared with

$323 million in 2002 and $239 million in 2001. The Corporation’s effective tax rate on income from continuing
operations for 2003 was approximately 31.5% compared with approximately 33% in 2002 and approximately
35% in 2001. The 2003 effective tax rate reflects a reduction for a higher level of tax exempt income and the
favorable resolution of certain state income tax issues. For additional information, see Note 22. -
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Business sectors

Institutional Private Total
Asset Wealth Asset
(dollar amounts in millions, averages in Management Mutua} Funds Management Management
billions; presented on an FTE basis) 2003 2002 2001 (a) 2003 2002 2001 (a) 2003 2002 2001 (@) 2003 2002 2001 (a)
Revenue:
Trust and investment fee revenue $629 3561  $537 $493  $549  $538 $294 8305 3312 $1,416 $1.415 $1,387
Other fee revenue 19 14 9 - 6) 3 14 15 15 33 23 27
Net interest revenue (expense) (18) 2% (13) 4) 7 1 223 209 165 201 187 153
Total revenue 630 546 533 489 550 542 531 529 492 1,650 1,625 1,567
Credit quality expense - - - - - - 1 - I 1 - [
Operating expense:
Amortization of goodwill - - 11 - - 11 - - 16 - - 38
Other experise 509 474 386 320 338 328 293 278 254 1,122 1,090 968
Total operating expense 509 474 397 320 338 339 293 278 270 1,122 1,090 1,006
Income from continuing operations before
taxes (benefits) and cumulative effect of
accounting change 121 72 136 169 212 203 237 251 221 527 535 560
Income taxes (benefits) 43 27 53 60 85 82 84 89 82 187 201 217
Income (loss) from continuing operations before
cumulative effect of accounting change 78 45 83 109 127 121 153 162 139 340 334 343
Cumulative effect of accounting change (b) - - - - - - - - - - - -
Income from continuing operations 78 45 83 109 127 121 153 162 139 340 334 343
Income from discontinued operations after-tax (b)) - - - - - - - - - - - - -
Net income (loss) $78 $45 §83 $109  $127  $121 $153  $162 8139 $ 340 § 334 S 343
Average loans 8 - 35 - 3 - $ - 35 - 85 - $29 $27 $23 $ 29 $ 27 § 23
Average assets (c) $14 $12 809 $0.7 $07 $07 $558 §50 §£48 $ 76 § 69 § 64
Average deposits $8 - % - 5 - $8 - § - 8 - $46 $44 §42 $ 46 $ 44 $ 42
Average common equity $05 $02 $02 $02 $04 $04 $04 502 802 $ 11 3 08 3 08
Average Tier [ preferred equity $03  § - § - $01 & - § - $02 8% - § - $ 06 S - 8 -
Return on common equity (d) : 17% 20% 37% 47% 31% 34% 36% 77% 61% 30% 40% 43%
Pre-tax operating margin (d} 19% 13% 26% 35% 38% 38% 45% 48% 45% 32% 33% 36%
Percentage of core sector revenue 15% 13% 14% 12% 13% 15% i3% 13% 13% 40% 39% 42%
Percentage of core sector income before taxes . 12% 6% 12% 17% 19% 17% 24% 22% 19% 53% 47% 48%
Total Corporate
. Asset Human Resources & Treasury & Institutional
(doflar amounts in millions, averages in Servicing Investor Sofutions Services Services
billions; presented on an FTE basis) 2003 2002 2001 (@) 2003 2002 2001 (@) 2003 2002 2001¢@) 2003 2002 2001 (@)
Revenue: ’
Trust and investment fee revenue $493 $507 3439 $ 980 51,058  $733 $ 9 §$ 38 3 7 $1,482 $1,573 31,179
Other fee revenue 121 132 168 2) 2 (6) 367 345 325 486 479 487
Net interest revenue (expense) 82 95 124 3 (25) (12) 399 440 376 484 510 488
Total revenue 696 734 731 981 1,035 715 775 793 708 2452 2,562 2,154
Credit quality expense - - - - - - 6 6 2 6 6 2
Operating expense:
Amortization of goodwill - - 6 - - 11 - - 13 - - 30
Other expense 541 542 456 1,019 983 664 430 429 402 1,990 1,954 1.522
Total operating expense 541 542 462 1,019 983 675 430 429 415 1,990 1,954 1,552
Income from continuing operations before
taxes (benefits) and cumulative effect of .
accounting change 155 192 269 (38) 52 40 339 358 291 456 602 600
Income taxes (benefits) oo 55 67 96 16) 17 16 120 127 105 159 211 217
Income (loss) from continuing operations before .
cumulative effect of accounting change 100 125 173 22) 35 24 219 231 186 297 391 383
Cumulative effect of accounting change (5) - - - - - - - - - - - -
Income from continuing operations 100 125 173 22) 35 24 219 231 186 297 391 383
Income from discontinued operations after-tax (b) - - - - - - - - - - - -
Net income (loss) $100  §125  §173 $ (22) § 35 $24 $219 $231 $186 $ 297 $ 391 § 383
Average loans $ - 8§ - % - s -8 - % - $35 §$53 $56 $§ 35 § 53 § 56
Average assets (¢) $58 $47 549 $ 18 3 14 309 $10.9 Si1.2 599 5185 $ 173 3 157
Average deposits $42 $34 337 $ 04 3 01 $0.1 $93 $98 §86 $ 139 %133 § 124
Average common equity $06 $05 $05 $ 04 § 03 802 $11 $10 $08 $ 21 % 18 % 15
Average Tier I preferred equity $0.1 $ - 5 - $ 02 8§ -8 - $01 $02 302 $ 04 3 02 § 02
Return on common equity (d) 18% 26% 36% 5% 13% 15% 20% 23% 22% 14% 22% 26%
Pre-tax operating margin (d) ' 22% 26% 37% @)% 5% 6% 44% 45% 41% 19% 24% 28%
Percentage of core sector revenue 17% 17% 20% 24% 25% 19% 19% 19% 19% 60% 61% 58%
Percentage of core sector income before taxes 16% 17% 23% % 5% 4% 35% 31% 25% 47% 53% 52%

fa}  Results for 2001 include the impact of the amortization of goodwill from purchase acquisitions.

(&) The cumulative effect of accounting change in 2003 and income from discontinued operations in 2003, 2002 and 2001, respectively, have not been aflocated to any of the
Corporation’s reportable sectors.

(c)  Where average deposits are in excess of average loans, average assets include an aflocation of investment securities equal fo such excess.

(d}  On a continuing operations basis.

Note: Prior periods sector data reflects immaterial reclassifications resulting from minor changes made to be consistent with current period presentation.

- continued -




Business sectors (continued)

Total Core ’ Consolidated

(dollar amounts in millions, averages in Sectors Other Activity Results
billions,presented on an FTE basis)- ) B <2003 2002 2001 (@ 2003 2002 2001 (o) 2003 2002 2001 a}
Revenue: - T i N T L - . .
Trust and investment fee revenue $2,898 $2,988 $2,566 $ ) 5. - $ (Jl) . $2,897 $2,988 32,555
Other fee revenue (b) 519 502 514 259 207 (288) 778 709 226
Net interest revenue (expense) (c) 685 697 641 99) (75) (59) 586 622 582
Total revenue o : 4,102 - 4,187 -. 3,721 - 159 132 (358) - 4,261 4319- 3,363
Credit quality expense o . 7 6 3 - 166 (7) 7 172 (€]
Operating expense: ‘ T o ) o T ‘ ' :
Amortization of goodwill . . * B . 63 - e .5 .- - 73
Other expense L .o 3,112 . 3,044 2,490 . . 95 62 82 3,207 3,106 2,572
. Total operating éxpense L 3,112 3,044 | 2,558 95 62 87 3,207 3,106 2,645
Income from continuing operations before ’ o
taxes (benefits) and cumulative-effect of ! . Ce . : . ' . ) :
accounting change - L o - L 983 1,137 1,160 64 - (96) (438) 1,047 1,041 722
Income taxes (benefits) (d) ' 346 412 434 24 (34) (147) - 370 378 287
Income (loss) from continuing operations before oo ) ’ o - ’ .
cumulative effect of accounting change - B : 637 .. 725 726 40 - 7 (62) 291 677 663 435
Cumulative effect of accounting change (e} - .- : - S - 7 - ' - (7 3 ’ -
Income from continuing operations B 637 L 725 -, 726 33 (62) (291)‘ 670 663 435
Income from discontinued operations after-tax (¢} . - - - - ) 31 19 883
Net income (loss) - - -7 8637 % 7257 8. 726 $ 33 §(62) 5(291) -8 701 $ 682 $1,318
Average loans . : . o - 8 64 3 80 $ 79 $1.3 $14.° $19 - $ 17 $ 94 - § 98
Average assets (f) . ) . $261 35242 $ 221 $7.4 586 . §106 $339 $337 §455
Average deposits : ' $185 3177  § 166 $1.0 $137 $10 $195 $190 $ 176
Average common equity o $ 32 .98 26 § 23 %03 $08 $14- 835 § 34 $ 37
Average Tier 1 preferred equity ) B $ 1.0 -5 02 $ 02 $ - $0.8 $08 $ 1.0 § 1.0 § 10
Return on common equity (g) : 20% 28% 32% N/M N/M N/M 19% 20% 12%
Pre-tax operating margin (g) 24% 27% 31% N/M N/M N/M 25% 24% 21%

(@)  Results for 2001 include the impact of the amortization of goodwill from purchase acquisitions.

()  Consolidated results include FTE impact of $42 million, $43 million and $40 million for 2003, 2002 and 2001, respectively.

(¢)  Consolidated results inciude FTE impact of 817 million, $12 million and $8 million in 2003, 2002 and 2001, respectively.

(d)  Consolidated results include FTE impact of$59 million, $55 million and $48 million in 2003, 2002 and 2001, respectively.

(e)  The cumulative effect of accounting change in 2003 and income from discontinued operations in 2003, 2002 and 2001, respectively, have not been allocated to
any of the Corporation's reportable sectors.

()  Wheie average deposits are in excess of average “loans, average assets include an ai/ocatlon of ifvestment securities equal to such excess. Consolidated average
assets include average assets of a’tscontmued operations of §.4 bzllton 3.9 billion and §12.8 billion for 2003, 2002 and 2001 respectively.

(g}  On a continuing operations basis.

Note: Prior periods sector data reflects xmmarenal reclassifications resulnng from minor changes made 1o be consistent wuh current perxod presentanon

N/M - Not meamngful .

The Corporation’s business sectors reflect its management structure, the characteristics of its products and
services, and the distinct set of customers to which those products and services are delivered. The Corporation’s
lines of business serve two distinct major classes of customers - corporations and institutions and high net worth
individuals. Lines of business that offer similar or related products and services to common or similar customer
decision makers have been aggregated into six core business sectors and divided into two overall reportable
groups -- Asset Management and Corporate & Institutional Services. The Asset Management group is comprised
of the Institutional Asset Management, Mutual Funds and Private Wealth Management sectors. The Corporate &
Institutional Services group is comprised of the Asset Servicing, Human Resources & Investor Solutions and
Treasury Services sectors. In addition, Other Activity, as discussed further beginning on page 31, consists of all
activities not aggregated in the Corporation’s core business sectors.

The results of the Corporation’s core business sectors are presented and analyzed on an internal management
reporting basis. Revenue amounts reflect fee revenue generated directly by each sector, as well as fee revenue
transferred between sectors under revenue transfer agreements, with net interest revenue generated directly by or
allocated to the sector. There is no intersector profit or loss on intersector activity. The accounting policies of the
business sectors are the same as those described in Note 1 except: other fee revenue, net interest revenue and
income taxes differ from the amounts shown in the Consolidated Income Statement because amounts presented in
Business Sectors are on a taxable equivalent basis (FTE); and credit quality expense (revenue) for the core sectors
is presented on a net charge-off basis. Capital is allocated to the business sectors to reflect management’s
assessment of credit risk, market risk and operating risk using internal risk models and, where appropriate,
regulatory guidelines generally consistent with the proposed Basel accord. The capital allocations may not be
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Business sectors (continued)

representative of the capital levels that would be required if these sectors were nonaffiliated business units. In
addition, Business Sector information is reported on a contmumg operations basis for all perlods presented. See
Note 4 for a discussion of discontinued operations.

In December 20'(_)3,’thf: Corporation sold the fixed income trading business of Mellon Investor Services, which
had been part of the HR&IS sector. The results of this business have been removed from the HR&IS sector and
accounted for as discontinued operations, including the average assets of this business. The reporting of average
assets as discontinued operations for all periods-in the sector’s tables differs from the reporting of average assets
elsewhere in this annual report.-Generally -accepted accounting principles require that prior-period balance sheet
amounts not be restated for discontinued operations. In addition, during the fourth quarter of 2003, the
Corporation made other reclassifications within its business sectors to reflect how the sectors are managed. Asa
consequence of streamlining the organizational structure of the HR&IS sector, the results of its online financial *
planning and advice services were moved from the HR&IS sector to Other Activity and based on actions taken by
the Bureau of Public Debt that will result in a significant reduction in. merchant card activity, the Corporation’s
merchant card business was moved from the Treasury Services sector to Other Activity. Prior period results have
been reclassified. In’the third quarter of 2003, charges of $51 million were recorded for severance, software and
fixed asset write-downs and other expenses in businesses that comprised the HR&IS sector. As a result of the
reclassifications and sale, $47 million of those expenses are now reflected in the HR&IS sector, $3 million in the
Other Activity sector and $1 million in the results of discontinued operations, for the full-year 2003. These
actions are expected to generate annuahzed _expense sayings of $80 m11110n to $85 million by the fourth quarter of
2004

Following is a discussion of the Corporation’s six core business sectors and Other Activity. In the tables that
follow, the income statement amounts are presented in millions and are on an FTE basis, and the assets under
management, administration or custody are period-end market values and are presented in billions. Where
applicable, revenue and expense growth rates are reported excluding the estimated impact of acquisitions to
improve period to period comparability. The operations of acquired businesses are integrated with the existing
business sectors soon after acquisitions are completed. As a result of the integration of staff support functions,
management of customer relationships, operating processes and the financial impact of funding the acquisitions,
the impact of acquisitions on income before taxes cannot be accurately determined and therefore is not reported.




Business sectors (continued)

Asset Management Group- .

Institutional Asset Management .

(income statement dollar amounts in millions,” ---

2003°

2002

© 2001

asset dollar amourits in billions) ‘
Institutional'and private chents revenue’ - $420° $373 - $380 (@)
Mutual fund revenue . - 129 121 C1a2
Total investment management-revenue 2 $549 $494 $492
Institutional trust and custody revenue 44 29 3
Transfer revenue _ 36 _ 38 - 42
Total trust and investment fee revenue $629 $561 $537 (a)
Other fee revenue .- .19 E 14 9
Net interest revenue (expense) _(18) .29 .. _L__)
Total revenue e 630 - 546 533
Total operating expense 509 . _474 397
Income before taxes 121 72 136
Amortization of goodwﬂl S o - 11
Income before taxes and amortlzatlon of goodwﬂl - os121 $ 72 - $147
Return on common equity . S1T% 20% 37% (b)
Pre-tax operating margin 19%' 13%- 26% (b)
Assets under management $445 (¢) $358 $373
Plus: subadvised for other Mellon sectors 21 _ 15 17
$466 $373 $390
Assets under administration or custody $ 20 $ 13 $ o6
S&P 500 Index - year-end 1112 880 1148
S&P 500 Index - daily average 965 994 1194

(a) Includes 36 million for services provided for an employee benefit plan of the Corporatzon This amount is oﬁ"set in the

Other Activity sector.
(b) Includes the amortization of goodwill.

(c) Includes $55 billion of securities lending assets adhsed by Institutional Asset Management at Dec 31,2003 However

Jees earned onthese assets are shown as securities lending fees in the Asset Servicing sector. For compqrabzlzgy
purposes, prior period assets under management included 341 billion for both 2002 and 2001.

Institutional Asset Management is comprised of Mellon Institutional Asset Management (MIAM), whieh coﬁs.ist'sA
of a number of asset management companies offering a broad range of equity, fixed income, hedge and liquidity

management products; and Mellon Global Investments (MGI), which distributes investment management
products internationally. MIAM offers its investors access to a wide spectrum of investment styles and asset

classes, ranging from active growth equity strategies.to emerging markets to fixed income and asset allocation
solutions. Most of these strategies are available on a separate account and pooled fund basis. MIAM cllents are

predominately institutional investors (Corporatlons Financial Institutions, Public Plan Sponsors,

Foundations/Endowments, Insurance Companies, and Taft Hartley plans) although through its global distributor,’
MGI, funds are also sold to individuals via brokers. MIAM reaches its institutional investors through direct sales,
consultant relationships and sub-advisory relationships. The results of the Institutional Asset Management sector
are primarily driven by the period-end levels of assets managed as well as the mix of those assets, as shown in the
table on page 8. Managed equity assets generate higher-percentage fees than money-market-and bond assets. In
addition, performance fees may be generated by the performance of the managed funds exceedmg peer or equity

markets benchmarks. Expenses associated with this sector are predominately driven by staffing costs and

incentives. Incentives are directly associated with the performance of the individual asset management companies

and new business generation.
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Revenue for this sector increased $84 million, or 15%, compared with 2002, due primarily to an increase in
investment management fees, which included a $23 million increase in performance fees and the positive effect of
foreign exchange rates. The increase in investment management fee revenue was due primarily to market
appreciation in assets managed and net long-term inflows, as shown on the table on page 8. Assets under
management for this sector, before amounts subadvised for other sectors, were $445 billion at Dec. 31, 2003, a
24% increase compared with $358 billion at Dec. 31, 2002, reflecting improvement in the equity markets and net
long-term inflows of $21 billion primarily from net new business. Operating expense increased 7% compared
with 2002, primarily resulting from higher incentive expense and the negative effect of foreign exchange rates.
Reflecting the effect of positive operating leverage, income before taxes increased 69% in 2003 over 2002.

2002 compared with 2001

The results for this sector in 2002 compared with 2001 were impacted by the July 2001 acquisition of Standish
Mellon Asset Management, the December 2001 acquisition of NSP Buck and the July 2002 acquisition of HBV
Capital Management. Excluding the impact of acquisitions and the amortization of goodwill in 2001, revenue
decreased 10% and expenses increased 4% in 2002 over 2001. The decrease in revenue was due to the impact of
market depreciation in assets managed, lower performance fees and lower net interest revenue. The 4% increase
in expenses was influenced by a higher level of operational errors. Income before taxes decreased 51%,
excluding the amortization of goodwill. Assets under management for this sector, before amounts subadvised for
other sectors, were $358 billion at Dec. 31, 2002, a 4% decrease compared with $373 billion at Dec. 31, 2001,
reflecting the weakness in the equity markets which offset net inflows of $6 billion. ’

Mutual Funds

(income statement dollar amounts in millions,

asset dollar amounts in billions) 2003 2002 2001
Mutual fund revenue $524 $583 . 8558
Institutional and private clients 29 _ 21 _ 14

Total investment management revenue : $553 . $604 $572
Institutional trust and custody revenue S (4) (a) 4 21
Transfer revenue _(56) _(59) _(55%)

Total trust and investment fee revenue : $493 $549 $538
Other fee revenue ‘ : : - (6) 3
Net interest revenue ' " 4) 7 ‘ 1

Total revenue ‘ S ‘ - 489 o 550 542
Total operating expense 320 _338 _339
Income before taxes ' : - 169 » 212 203
Amortization of goodwill ' - - 11
Income before taxes and amortization of goodwill . - %169 ‘ $212 $214
Return on common equity o 4T% 31% - 34% (b)
Pre-tax operating margin . _ . 35% : 38% 38% (b)
Assets under management : $165 $181 $174
Less: subadvised by other Mellon sectors (22) (7 _(22

143 o 164 152
S&P 500 Index - year-end = 1112 880 ) 1148
S&P 500 Index - daily average ' 965 994 1194

(a) Administration fees paid to third parties in excess of amounts collected.
(b) Includes the amortization of goodwill.




Business sectors (continued)

Mutual Funds consists of all the activities associated with the Dreyfus/Founders complex of mutual funds.
Products manufactured and distributed in this sector include mutual funds (equity, fixed income and money
market), separately managed accounts and annuities. These products are sold through intermediaries (brokers,
financial institutions and insurance companies) and directly to individuals. The results of the Mutual Fund sector
are driven by average asset levels and the mix of assets managed. Generally, actively managed equity funds
generate higher fees than fixed income funds, index funds and money market funds. In addition, results are
impacted by sales of fee-based products such as fixed and variable annuities. Expenses are impacted by sales of
long-term funds and fee-based products, asset levels of money market funds and the cost of advertising and
marketing new and existing products.

Revenue for this sector decreased $61 million, or 11% compared with 2002 as a result of lower average levels of
institutional money market funds, partially offset by an increase in revenue from separately managed accounts.
The decrease in investment management fee revenue was primarily due to net outflows of institutional money
market funds, as shown on the table on page &, as well as lower equity fund management fees, as the average level
of equity funds managed in 2003 was $2 billion lower than the average level in 2002. Assets under management
for this sector, before amounts subadvised by other sectors, were $165 billion at Dec. 31, 2003, down $16 billion,
-or 9%, from $181 billion at Dec. 31, 2002. Operating expense decreased 6% compared with 2002 primarily due
to lower staff, incentive and advertising expenses. Income before taxes decreased 20% in 2003 compared with
2002.

2002 compared with 2001

Revenue for this sector increased $8 million, or 2%, compared with 2001, as a result of higher investment
management fees from institutional money market funds and separately managed accounts, partially offset by
lower revenue from equity funds reflecting the weakness in the equity markets as well as lower institutional trust
and custody revenue. Assets under management for this sector, before amounts subadvised by other sectors, were
$181 billion at Dec. 31, 2002, up $7 billion, or 4%, from $174 billion at Dec. 31, 2001 due to strong institutional
money market flows which more than offset the impact of lower equity fund assets. Operating expense increased
3% over 2001 excluding the amortization of goodwill, primarily due to higher purchased services and insurance
expense, partially offset by lower staff expense. Income before taxes decreased 1%, excluding the amortization of
goodwill.
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Private Wealth Management -

(income statement dollar amounts in millions, L ' ~
asset dollar amounts in blllzons) - : ~ 2003 2002. ' : 2001

Private clients s T R 8274 $276 - $277
Mutual fund fevenue - S R | : 1 - N
Total investment managementrevenue -~ - - - . §275 o $277 . - $278
Institutional trust and custody revenue. - Co L 9 -1l 15
Transfer revenue _ 10 , _ 17 19
Total trust and investment fee revenue $294 8305 ‘ $312
Other fee revenue . ‘ o S 14 15 15
Net interest revenue. S a . 223 _209 » _165
Total revenue I , ' X ] | A 529 492
Credit quality expense - ' 1 o .- 1
Total operating expense o ' T 293 , _278 270
Income before taxes . ' 237 ‘ 251 ’ 221
Amortization of goodwill - ‘ - - _16
Incomie before taxes and amortization of goodwﬂl : ‘ $237 - $251 $237
Return on common equity - SR 36% 77% 61%
Pre-tax operating margin 45% 48% 45%
Total client assets at beginning of year $ 66 $ 74 v $ 93
Assets under management net inflows (outﬂows) 1 1 1
Assets under administration ] .
or custody net inflows (outﬂows) 3 1 . : )
Acquisitions/transfers ) 2 , 2 1
Market appreciation ( deprematlon) 5 _(12) )
Total client assets at end of year (b) $ 75 $ 66 . $ 74
S&P 500 Index - year-end o I 1112 o 880 ‘ 1148
S&P 500 Index - daily average ' C ‘ 965 - 994 - 1194

(a) Includes the amortization of goodwill.
(b) Includes assets under management, before amounts subadvised for other sectors, of $47 billion, $42 billion and
845 billion, respectively.

Private Wealth Management provides investment management, wealth management, and comprehensive banking
services for high net worth individuals, families, family offices, charitable gift programs, endowments,
foundations, professionals and entrepreneurs. It operates from more than 60 locations in 14 states. The results of
the Private Wealth Management sector are driven by the level of assets managed and custodied as well as the mix
of those assets and the level of activity in client accounts. Net interest revenue is determined by the level and
spread of loans and deposits. Expenses of this sector are driven primarily by staff expense in the investment
management, sales, service and support groups.

Revenue in this sector increased less than 1% compared with 2002, reflecting higher net interest revenue, due to
increased loan and deposit levels, partially offset by lower trust and investment management fee revenue.
Investment management revenue was lower primarily due to a decline in the average market level experienced
over the course of 2003 compared with the prior year, and due to the decline in fees from separately managed
accounts. The market appreciation that occurred in the latter half of 2003, and the resulting increase in the level
of managed assets, did not have a full year impact on fees. Client assets were $75 billion at Dec. 31, 2003, an
increase of 14% from Dec. 31, 2002, reflecting equity market appreciation and net inflows of assets under
administration or custody. Operating expense increased 6% primarily resulting from higher staff and incentive
expense and higher occupancy expense due to the build-out of wealth offices. Income before taxes decreased 6%
compared with 2002,
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Business sectors (continued)

2002 compared with 2001

The results for this sector compared with 2001 were impacted by the July 2001 acquisition of Standish Mellon,
the October 2001 acquisition of Van Deventer and Hoch and the August 2002 acquisition.of Weber Fulton &
Felman. Excluding the impact of acquisitions, revenue increased 6%, reflecting higher net interest revenue and
other revenue, partially offset by lower trust and investment fees reflecting weakness in the equity markets.
Excluding the impact of acquisitions and the amortization of goodwill in 2001, operating expense increased 7%
primarily resulting from expense incurred to develop wealth offices. Income before taxes increased 6%,
excluding the amortization of goodwill. Client assets were $66 billion at Dec. 31, 2002,-a decrease of 11% from
Dec. 31, 2001, as market depreciation was partially offset by net inflows and the impact of acquisitions.

Corporate & Institutional Services Group

Asset Servicing

(income statement dollar amounts in millions, - : '
asset dollar amounts in billions) 2003 - - 2002 - - 2001

Institutional trust and custody revenue ' $ 422 (a) $ 434 - § 352
Securities lending revenue ' ' 69 ' 75 97
Transfer revenue : 2 . 2 (10)

Total trust and investment fee revenue ' § 493 : $ s07 ' $ 439
Foreign exchange and other fee revenue: : 121 : - 132 ’ 168
Net interest revenue : 82 95 124
Total revenue : 696 - © 734 731
Total operating expense 541 - 542 462
Income before taxes 155 192 269
Amortization of goodwill - - o 6
Amortization of equity method goodwill - - 5
Income before taxes and amortization of goodwill $ 155 $ 192 $ 280
Return on common equity 4 ‘ 18% ‘ 26% . 36%
Pre-tax operating margin 22% 26% 37%
Securities lending assets (d) ' A % 55 $ 41 ‘ $ 41
Assets under administration or custody $2,688 - $2,129 $2,029
S&P 500 Index - year-end ‘ 1112 880 ’ 1148
S&P 500 Index - daily average 9265 - 994 1194

(a) Includes $1 million for services that is offset in the Other Activity sector.

(b) Relates to the gooawill on equity method investments and joint ventures, which was amortized prior to the adoption of
SFAS No. 142 in 2002. The income from these investments is recorded in fee revenue.

(c) Includes the amortization of goodwill.

(d) Included as assets under management in Institutional Asset Management. Fees are recorded above as securities lending
revenye.

Asset Servicing includes institutional trust and custody and related services such as securities lending, investment
management backoffice outsourcing, performance measurement, benefits disbursements, transition management,
commission recapture, transfer agency, fund accounting and administration, Web-based investment management
software and foreign exchange and derivative products. These services and products are provided to corporate
and public retirement funds, foundations and endowments and global financial institutions including investment
managers, insurance companies and mutual funds. As a global service provider, these products are distributed
through the franchise’s sales organization along with the Corporation’s joint venture partners - CIBC Mellon,
ABN AMRO Mellon and Russell/Mellon. Internet-based investment manager software solutions are provided by
Eagle Investment Systems.
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Business sectors (continued)

The results of the Asset Servicing Sector are driven by a number of factors which include the market value of
assets under administration and custody as well as the level of transaction activity and extent of services provided
including custody, accounting, administration, daily valuations, performance measurement, securities lending,
foreign exchange and investment manager backoffice outsourcing. Market interest rates and changes to them
impact both securities lending revenue and the earnings and value of client cash balances. Foreign exchange
revenues are directly influenced by the volume of client transactions and the spread realized on such transactions,
and indirectly influenced by factors including market volatility in major currencies, the level of cross-border
assets held in custody for clients, and the level and nature of underlying cross-border investment and other
transactions undertaken by corporate and institutional clients. Eagle Investment Systems fee revenue is dependent
on investment manager discretionary spending for license and development fees and professional services. Sector
expenses are principally driven by staffing levels and technology investments necessary to process transaction
volumes. Fees paid to subcustodians are driven by market values of global assets and related transaction volumes.

The results for this sector in 2003 compared with 2002 were impacted by the December 2002 formation of the
ABN AMRO Mellon global custody joint venture. Excluding the impact of the joint venture, revenue increased
2%, primarily due to higher institutional trust and custody fee revenue, reflecting net new business, improved
markets and the positive effect of foreign exchange rates, as well as higher foreign exchange revenue and higher
net interest revenue, which more than offset lower revenue from Eagle Investment Systems and lower securities
lending revenue. Operating expense, excluding the impact of the joint venture, increased 8%, primarily in support
of new business growth and development around enhancements to existing products and higher severance
expense, as well as the negative effect of foreign exchange rates. Income before taxes decreased 19% compared
with 2002. Assets under administration or custody for this sector were $2.688 trillion at Dec. 31, 2003, an
increase of $559 billion, or 26%, compared with Dec. 31, 2002, resulting from market appreciation, net new
business and the positive effect of foreign exchange rates.

2002 compared with 2001

The results for this sector in 2002 compared with 2001 were impacted by the November 2001 acquisition of Eagle
Investment Systems. Excluding the impact of acquisitions, revenue decreased 6%, primarily resulting from lower
foreign exchange revenue, lower securities lending revenue and lower net interest revenue, partially offset by
higher institutional trust and custody fees from net new business. Excluding the impact of acquisitions and the
amortization of goodwill in 2001, operating expense increased 7% primarily resulting from higher staff expense
and other expenses to support net new business and product development. Income before taxes decreased 31%,
excluding the amortization of goodwill. The 11 percentage point decrease in the pre-tax operating margin in 2002
compared with 2001 primarily resulted from a lower level of high margin revenues such as foreign exchange
revenue, securities lending revenue and net interest revenue, as well as higher expenses related to product
enhancements and expenses of Eagle Investment Systems. Assets under administration or custody for this sector
were $2.129 trillion at Dec. 31, 2002, an increase of $100 billion, or 5%, compared with Dec. 31, 2001, resulting
from $148 billion of net new business conversions partially offset by market depreciation.




Business sectors (continued)

Human Resources & Investor Solutions -

(income statement dollar amounts in millions, : - i : : .
asset dollar amounts in billions) . - - ‘ - 2003 Lo -2002 ‘ 2001

Human resources.& inveéstor solutions revenue T $.944 $1,020 - ¢ $696 (a)
Investment management - mutual fund revenue (b) 0 36 : 39 o 39
Transfer revenue : . ‘ - - @ (O
Total trust and investment fee revenue - - A ~$ 980 $1,058 $733 (a)
Other fee revenue .. . o e (2) 2 (6)
Net interest revenue (expense) - - ' 3 . ‘ (25) (12
Total revenue _ ' 981 1,035 715
Total operating expense 1,019 983 _675
Income before taxes (38) 52 40
Amortization of goodwill - ' - ’ 11
Income before taxes and amortization of goodwﬂl S (3% $ 52 . $ 51
Return on common equity | , o B)% ' 13% ‘ 15% (c)
Pre-tax operating margin S S (D% 5% 6% (c)
Assets under administration or custody © -8 11470 S 8 116 B $26
S&P 500 Index - year-end . ~ Ry ¥ b A o 880 1148
S&P 500 Index - daily average - - ) - 965 994 . 1194

{a) Results for 2001 include $5 million for services provided for an employee benef t plan of the Corporalzon This amount
is offset in the Other Activity sector. :
(b) Earned from mutual fund investments in employee benef t plans admzmstered in this sector,
" (¢c) Includes the amortization of goodwill.

The Human Resources & Investor Solutions (HR&IS) sector reorganized around consolidated lines of business
and the Mellon brand for retirement, employee benefits, human resources (HR) outsourcing and investor
solutions. The sector provides consulting, outsourcing and administration services to design, build and operate
end-to-end solutions in HR and shareholder services that leverage scalable operations and technology. Consulting
fee revenue is dependent on discretionary corporate spending on the design and implementation of retirement,
benefits, shareholder and compensation programs and other project work. Clients are generally billed on an
hourly basis at rates that vary based upon staff level and experience. Consultant utilization, a key revenue driver,
is a function of work levels and headcount and has averaged approximately 70% over the last three years.
Outsourcing and benefit plan administration fees are influenced by number of employees serviced, plan
participant counts, volurie of transactions processed, project work and market value of benefit plan. assets under
administration. Shareholder services consist of a diverse array of products to shareholders and corporations
including stock transfer and recordkeeping services, investment plan services, demutualizations, corporate actions
and unclaimed property services. Sharcholder services revenues include earnings related to customer balances
maintained in an agency capacity. Customer balances held in an agency capacity and not reflected on the
Corporation’s balance sheet totaled $797 million at Dec. 31, 2003. Earnings on these balances are classified as
trust and investment fees. Earnings on customer balances reflected on the Corporation’s balance sheet are
classified as net interest revenue. Sector expenses are driven by staff, equ1pment and space requlred to support
the services provided by the sector:- : -

In the third quarter of 2003, plans to reduce expenses associated with businesses that comprise the HR&IS sector
were finalized and began to be implemented. A charge of $47 million was recorded for severance ($29 million),
software and fixed asset write-downs (§15 million) and other expenses ($3 million). These initiatives have
streamlined the orgamzatlonal structure, of this sector. In addition, as previously discussed, the results of the fixed
income trading business of Mellon Investor Services have been removed from the HR&IS sector and accounted

for as discontinued operations, and the results of the online financial plannmg and advice services have been
moved from the HR&IS sector to Other Activity. Prior period results have been reclassified.
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Business sectors (continued)

Revenue for this sector compared with 2002 decreased 5%, reflecting the loss of revenues from former Unifi
Network customers who had indicated their decision to terminate business prior to the closing of the acquisition in
2002 and lower volumes due to fewer benefit plan participants and transactions, partially offset by higher net
interest revenue. Operating expenses for 2003 increased $36 million, or 4%, compared with 2002, resulting from
the $47 million of expenses discussed previously. Excluding these expenses, operating expense decreased

$11 million, or 1%, reflecting the positive impact of the expense reduction initiatives. The 9 percentage point
decrease in the pre-tax operating margin in 2003 compared with 2002 primarily resulted from the lower revenue
from Unifi and the $47 million of expenses recorded in 2003. This sector reported a loss before taxes in 2003 of
$38 million, a $90 million decrease compared with income of $52 million in 2002. However, this sector returned
to a net profitable position in the fourth quarter of 2003, reporting income before taxes-of $8 million for the
quarter

v

2002 compared with 200]

Results for this sector in 2002 compared with 2001 were impacted by the January 2002 acquisition of Unifi
Network. Excluding the impact of acquisitions and the amortization of goodwill in 2001, revenue increased 4%
and operating expense increased 2% in 2002, compared with 2001. Shareholder services revenue increased due to
higher volumes across a number of product lines,.including the core transfer agent business. Excluding the
impact of acquisitions, consulting revenue declined due principally to a slowdown in discretionary spending by
large corporate and institutional customers in the'second half of 2002. Excluding the impact of Unifi, outsourcing
revenue declined as a result of lower volumes due to fewer clients and plan participants. The increase in
operating expense reflected higher staff and equipment expense. Shareholder services operating expense
increased in support of revenue growth and more than offset lower consulting and outsourcing expenses,
excluding the impact of acquisitions and the amortization of goodwill in 2001. Income before taxes 1ncreased less
than 1%, excluding the amortization of goodwiil in 2001. :

Treasury Services

(income statement dollay amounts in miﬁiohs’,' ‘ co ) T . _
asset dollar amounts in billions) . o =2003 . S 2002 : 2001

Fee revenue: : ‘
Cash management revenue - ‘ S 8303 0 8266 : ' $220
Other fee revenue S 64 . 797 : 105
Institutional trust and custody revenue (a) : C r - - 1 ' 1
Transfer revenue (@) - . , Lo __8 - S 17 ' 6
Total fee revenue S T © 8376 . . L. - . $353 $332
Net interest revenue - A - o <2399 0 440 - - _376
Total revenue . e : 778 - _ » 793 & _ 708
Credit quality expense . A e 6. ) 6 ‘ 2
Total operating expense . - -, . Lo , o430 _429 415
Income before taxes ‘ o v .. 339 o 358 . 291
Amortization of goodwﬂl . o - e _ 13
Income before taxes and amortlzatmm of goodw111 o $339 ‘ . 8358 - 8304
Return on common equity o .  2‘0% o _ 23% ) 22% (b)
Pre-tax operating margin o o 4% ' 45% o © 41% (b)

(a) Included in trust and investment fee revenue.
(b) Includes the amortization of goodwill.

Treasury Services includes global cash management credit products for large corporations, insurance premium
financing, commercnal real estate lending, corporate finance, securities underwriting and tradmg, and the
activities of Mellon 1° Business Bank, National Association, in California. Global cash manageiment results are




Business sectors (continued)

driven by electronic cash management activity including: automated clearinghouse, wire transfer and telecash;
remittance processing services, primarily corporate andretail lockbox; and ancillary processing:services for
imaging and storage activities.. The other significant driver is the net interest revenue earned from the deposit
balances generated by activity-across the business-operations. These products are provrded to large corporatrons
banks, brokers, insurance compames and government agencres . , : ‘

The results: of the Treasury Serv1ces sector’s lendlng hnes of busmess = Large Corporate AF CO Real Estate
Finance, and Mellon 1* Business Bank -- are driven by the level of commitments, and fees applicable to these
commitments; and the level of outstanding loans and the spreads. on these loans. The results are further impacted
by the risk profile-that the Corporation will accept and, in the case-of Mellon 1% Business Bank, its ability to
gather significant levels of deposits. Securities underwriting results are driven by the general volatility of the
bond and fixed income markets and the Corporation’s ability to generate new underwritings. In accordance with
the Corporation’s-management accounting reporting practices, credit quality expense.for the core sectors reflects
net credit losses, not the provision for credit losses. Therefore, a provision for credit losses is not included in the
Treasury Services sector results. As also discussed in Other Activity below, when a determination is made that a .
lending. arrangement does not'meet the Corporation’s relationship strategy criteria, it is moved to Other Activity
and managed under an exit strategy. Any subsequent credlt quahty expense (revenue) is reported in Other
Actmty and ot in the core sectors. :

As prev1ously dlscussed based upon- act1ons taken by the Bureau of Public Debt that will result na 51gn1ﬁcant
reduction in merchant card activity, the results of the merchant card business have been moved from the Treasury
Services sector to business exits.in Other Activity. Prior period results have been reclassified.- Revenue for this
sector decreased $18 million, or2%, in 2003 compared with 2002, due to lower net interest revenue as a result of
the reduction.in large corporate loans, partially offset by higher cash management fee revenue reflecting higher . -
volumes of electronic services. Operating expense was relatlvely unchanged, resulting in a 5% decrease in
income before taxes compared w1th 2002.

2002 compared with 2001

Revenue for th1s sector mcreased 12% in. 2002 compared Wlth 2001 reﬂectmg hlgher net 1nterest revenue from a
higher level of deposits and higher cash. managemerit revenue partially offset by lower loan related fee revenue
due to reduced lending activity. Excluding the amortization of goodwill.in 2001, operating expense increased 7%
in 2002 compared with 2001, primarily resulting from higher administrative service fees paid for insurance
premium financing referrals, credit quality expense and other expense to support business growth Income before
taxes increased 18% excluding the amortization of goodwill.

Other A ctzvtty

Other Act1v1ty 1nc1udes busmess exits act1v1ty consisting of.the results for large tlcket leasing, Wthh isina runoff
mode, results of the Corporation’s.online financial planning and advice services and its merchant card business,
and certain lending relationships that are part of the Corporation’s business exits strategy; the results of Mellon .
Ventures, the Corporation’s venture capital group; and business-activities or utilities, including Corporate
Treasury, that are not separate lines of business or have not been fully allocated for management reportmg
purposes to the core business sectors. - .

Other Activity - income (loss) from continuing
operations before taxes (benefits) T o L
(in millions) : 2003 2002 2001

Business exits activity = @ - A - $54 . $(72) L 8 (53)
Venture capital activity .- - -+ . . o L cle 0 S @9 . - (93) . - (442)
Corporate activity/other . . = . - o S : 59 , . 69 - 57

Total - Other Activity - $64 : - $96) 0 $(438)
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Business sectors (continued)

Revenue in the Other Activity sector primarily reflects net interest revenue of business exits activity, earnings on
capital above that required for the core business sectors, gains from the sale of assets, and the gains/losses and
carrying costs of Mellon Ventures activities. Operating expense includes various direct expenses for items not
attributable to the operations of a business sector, a net credit for the net corporate level (income) expense
amounts allocated from Other Activity to the core business sectors, and the expenses of Mellon Ventures. Assets
in Other Activity include assets of the activities discussed above that the Corporation intends to exit, the
investments of Mellon Ventures and assets of certain areas not identified with the core business sectors. This
sector also includes assets.and liabilities recorded in Corporate Treasury and not allocated to a particular line of
business. Average common and Tier I preferred equity represents capital in excess of that required for the core
business sectors, as well as capital required for the investments of Mellon Ventures and business exits.

In accordance with the Corporation’s management accounting reporting practices, credit.quality expense
(revenue) for the core business sectors is presented on a net charge-off basis and totaled $7 million in 2003.
Credit quality expense (revenue).in Other Activity represents the Corporation’s provision for credit losses in
excess of net charge-offs recorded in the core business sectors. When a determination is made that a lending
arrangement does not meet the Corporation’s relationship strategy criteria, it is moved to Other Activity and
managed under an exit'strategy. Any subsequent credit quality expense (revenue) is reported in Other Activity
and not in the core sectors. The Corporation’s business exits strategy is a strategy to exit all credit relationships
for which a broad fee-based relationship resulting from the cross-sale of the Corporation’s fee-based services does
not exist. The loans and leases transferred to this classification include the Corporation’s large ticket lease
portfolio, which was principally transaction based; selected types of loans which were also transaction based
(leveraged loans, project financings); and loans to companies where a broad fee-based relationship does not exist.
The Corporation will not renew its credit relationship with such companies when the respective contractual
commitment periods end. The Corporation may consider selling remaining commitments on a case-by-case basis
as opportunities arise. : :

The Other Activity sector recorded pre-tax income of $64 million in 2003, compared with a pre-tax loss of

$96 million in 2002 and a pre-tax loss of $438 million in 2001. Other activity in 2003 includes $62 million of
gains from the sale of mortgage-backed securities and $6 million of severance expense. Other Activity also
includes realized and unrealized losses resulting from venture capital investments. - See below for a discussion of
the venture capital activity in 2003 and see pages 13 and 14, Equity. investment revenue, for a discussion of gains
(losses) from venture activities. As shown in the previous table; business exits activity in 2003 reported income
of $54 million, reflecting net interest and other revenue from business exits credit relationships.

2002 compared with 2001

The results for 2002 include realized and unrealized losses resulting from venture capital investments. Also
included in other activity is $59 million of gains from the sale of mortgage-backed investment securities, a

$23 million gain resulting from the resolution of indemnification issues and sales of remaining residential loans
related to the 1999 sale of the mortgage business and $18 million of severance expense. Business exits activity in
2002 reported a loss of $72 million, reflecting credit quality expense of $166 million, partially offset by net
interest and other revenue from business exits credit relationships. The results for 2001 include realized and
unrealized losses resulting from venture capital investments and a-$57 million loss on the disposition of large
corporate loans. Expenses in 2001 includes the $62 million of expenses related to Project LEAP, consulting and
for the settlement of a contractual dispute.

Venture capital investments

The Corporation regards its accounting policies related to venture capital investments to be critical to the
presentation of the Corporation’s financial condition since they require management to make numerous complex
and subjective estimates and valyation assumptions relating to amounts which are inherently uncertain. These
policies are discussed on pages 61 and 62.




Business sectors (continued)

The Corporation’s venture capital investments include direct investments in both publicly traded and privately
held companies and indirect investments in private equity funds in which the Corporation holds a limited
partnership interest. As shown in the following table, the Corporation’s venture capital portfolio had a carrying
value of $617 million at Dec. 31, 2003, or 85% of the original cost basis of active investments. The $617 million
was comprised of $7 million of investments in public companies, $408 million of investments in privately owned
companies and $202 million of investments in private equity funds.

Venture capital investment portfolio activity 2003 Life to
(in millions) Activity Date Activity
Direct investments:

Beginning carrying value ( $375 $ -
[nvestments - new investments 28 617
Investments - additional funding for existing investments 18 300
Realized - cost basis of exits (a) and write-offs (5) (154) 417)
Change in net unrealized gains (losses) (b) 148 (85)
Ending carrying value (¢) $415 _ § 415

(a) Receipts on exits totaled 814 million in 2003 and $209 million life to date.

(b) The realization of losses on investments, whose carrying values had been previously written-down, results in an increase
in “realized losses” with an offset in the “‘change in net unrealized gain (losses).” Events which trigger realizing a loss
on an investment include bankruptcy, sale of company, outside evidence to deem ownership position in shares as
worthless stock and/or surrender of worthless share certificates.

(c). At Dec. 31, 2003, there were 79 actively managed investments with an average original cost basis of $6 million. In
2003, the Corporation invested 346 million and is not committed to provide additional funding for direct investments at
Dec. 31, 2003. Commitments are discussed in Note 27.
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Fund investments (indirect):

Beginning carrying value $ 199 $ -
Draws against fund capital commitments 52 428
Realized - cost basis of exits (d) and write-offs (e) (75) (200)
Change in net unrealized gains (losses) (e 26 (26)
Ending carrying value (f) : $202 $202

(d) Receipts on exits totaled $38 million in 2003 and 8177 million life to date.

(e} The realization of losses on investments, whose carrying values had been previously written-down, results in an increase
in “realized losses” with an offset in the “change in net unrealized gain (losses).” Evenis which trigger realizing a loss
on an investment include bankruptcy, sale of company, outside evidence to deem ownership position in shares as
worthless stock and/or surrender of worthless share certificates.

() 1In 2003, the Corporation invested 352 million related to prior commitments and was commitied to provide additional
Junding of $175 million for indirect fund investments at Dec. 31, 2003. No new commitments for indirect funds have
been made in 2003. Commitments are discussed in Note 27.

Total investments (g):

Active investments cost basis $728
Unrealized (losses) : (111)
Ending carrying value $617 (e

(g) This summary of active investments includes both direct and indirect investments. The ending carrying values represent
83% of active direct investments cost basis and 89% of active indirect investments cost basis, for a combined 85% of all
active investments cost basis.
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Capital

The Corporation is committed to maintaining its capital ratios above the regulatory definition of “well
capitalized.” In addition, the Corporation endeavors to maintain a minimum tangible shareholders’ equity to
assets ratio (as defined below) in a range of 5% to 6%. The Corporation considers internally generated tangible
capital to be available for the following: to support business growth, acquisitions, dividends to shareholders and
share repurchases. The Corporation expects the majority of its internal capital generation to be available for
acquisitions or, to the extent such acquisitions are not pending, for the repurchase of common stock, all subject to
maintaining its commitment to remain well capitalized, as discussed under Regulatory capital below.

Selected capital data at year-end
(dollar amounts in millions, except per share amounts;

common shares in thousands) 2003 2002 2001
Total shareholders’ equity $ 3,702 $ 3,395 $ 3,482
Total shareholders’ equity to assets ratio 10.89% 9.37% 9.79%
Tangible shareholders’ equity $ 1,913 $ 1,681 $ 1,986
Tangible shareholders’ equity to assets ratio (a) 5.94% 4.87% 5.84%
Tier I capital ratio () 8.55% 7.87% 8.81%
Total (Tier I plus Tier II) capital ratio (b) 13.46% 12.48% 13.65%
Leverage capital ratio (b) 7.92% 6.55% 6.31%
Book value per common share $ 8.67 S 7.88 $ 7.80
Tangible book value per common share $ 448 § 390 $ 445
Closing common stock price per share $ 32.11 $ 26.11 § 37.62
Market capitalization $13,712 $11,248 $16,798
Common shares outstanding 427,032 (¢ 430,782 446,509

(a) Shareholders’ equity plus minovrity interest and less goodwill and intangible assets divided by total assets less goodwill
and intangible assets. Minovity interest totaled 313 million, $17 million, and $52 million, respectively. The amount of
goodwill and intangible assets subtracted from shareholders’ equity and total assets is net of the tax benefit. Tax
benefits related to tax deductible goodwill and intangible assets totaled 3492 million, $448 million and $299 million,
respectively. '

(b) Includes discontinued operations.

(c) At Dec. 31, 2003, the Corporation’s common shares and equivalents totaled 429.9 million shares.

The higher capital ratios at Dec. 31, 2003 compared with Dec. 31, 2002 reflect the effect of earnings retention, as
well as a lower level of period-end assets at Dec. 31, 2003, offset in part by the impact of common stock
repurchases, net of reissuances. As shown in the table below, the Corporation repurchased 9.2 million shares of
common stock in 2003, at a purchase price of $257 million for an average share price of $27.87, which more than
offset reissuances of 5.4 million shares, primarily for employee benefit plan purposes. Common shares
outstanding at Dec. 31, 2003, have decreased 18.5% over the last 5 years, a 96.8 million share reduction, net of
shares reissued primarily for employee benefit plan purposes. This reduction was due to stock repurchases
totaling approximately $4.8 billion, at an average share price of $36.19. At Dec. 31, 2003, an additional

17.8 million common shares were available for repurchase under a 25 million share repurchase program
authorized by the Board of Directors in October 2002.




Capital (continued)

Common shares outstanding

(in millions) 2003 2002
Beginning shares outstanding 430.8 446.5
Shares issued primarily for stock-based benefit plans and dividend reinvestment plan 54 4.7
Shares repurchased (a) 9.2) (20.4)

Ending shares outstanding 427.0 430.8

(a) Purchase price of $257 million for an average share price of $27.87 in 2003, and a purchase price of 3698 miliion for
an average share price of $34.27 in 2002. The combined purchase price paid in both years was $955 million for an
average share price of $32.28.

Regulatory capital

The Corporation and its banking subsidiaries are subject to various regulatory capital requirements administered
by the federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory--
and possibly additional discretionary--actions by regulators that, if undertaken, could have a direct material effect
on the Corporation’s financial results. Under capital adequacy guidelines and the regulatory framework for
prompt corrective action, the Corporation and its banking subsidiaries must meet specific capital guidelines that
involve quantitative measures of the Corporation’s and its banking subsidiaries’ assets, liabilities and certain off-
balance-sheet items, as calculated under regulatory accounting practices. The capital amounts and classification
also are subject to qualitative judgments by the regulators about components, risk weightings and other factors.

For a banking institution to qualify as “well capitalized,” its Tier I, Total (Tier I plus Tier IT) and Leverage Capital
ratios must be at least 6%, 10% and 5%, respectively. All of the Corporation’s banking subsidiaries qualified as
well capitalized at Dec. 31, 2003 and 2002. The Corporation intends to maintain the ratios of its banking
subsidiaries above the well-capitalized levels. By maintaining ratios above the regulatory well-capitalized
guidelines, the Corporation’s banking subsidiaries receive the benefit of lower FDIC deposit insurance
assessments.

In September 2003, the regulatory agencies proposed new capital guidelines concerning the risk-based capital
treatment of asset backed commercial paper programs. The agencies’ proposal would require banks to hold risk-
based capital against short-term liquidity facilities provided to asset-backed commercial paper programs. At
Dec. 31, 2003, this proposal would have decreased the Corporation Tier I and Total risk-based capital ratios by
10 basis points and 16 basis points, respectively.

35



Capital (continued)

Risk-based and leverage capital ratios at year-end (a)

(dollar amounts in millions) 2003 2002
Tier I capital:
Common shareholders” equity (b) $ 3,695 $ 3,281
Junior subordinated debentures/trust-preferred securities 993 992
Minority interest 13 17
Goodwill and certain other intangibles (2,274) (2,155)
Other (57 (53)
Total Tier I capital 2,370 2,082
Tier I1 capital 1,362 1,220
Total qualifying capital $ 3,732 $ 3,302
Risk-adjusted assets:
On-balance-sheet $16,088 $17,547
Off-balance-sheet 11,637 8,913
Total risk-adjusted assets $27,725 $26,460
Average assets - leverage capital basis $29,911 $31,771
Tier I capital ratio (¢) 8.55% (e) 7.87%
Total capital ratio (c) ' 13.46 (e) 12.48
Leverage capital ratio (c)(d) 7.92 6.55

(a) Includes discontinued operations.

(b) In accordance with regulatory guidelines, the 87 million of net unrealized gains at Dec. 31, 2003, and 3114 million of
net unrealized gains at Dec. 31, 2002, net of tax, on assets classified as available for sale, and cash flow hedges have
been excluded.

(¢} The required minimum Tier I, Total and Leverage capital ratios are 4%, 8% and 3%, respectively.

(d) Tier I capital to average fotal assets (as defined for vegulatory purposes), net of the loan loss reserve, goodwill and
certain other intangibles.

(e) These ratios were impacted by the guarantee provided to the ABN AMRO Mellon custody joint venture for securities
lending activity, which at Dec. 31, 2003 increased risk-adjusted off-balance-sheet assets by 33.8 billion, resulting in
lower Tier I and Total capital ratios of approximately 135 basis points and 215 basis points, respectively. This
guarantee is discussed in Note 27.

Risk-based and leverage capital ratios for largest banking subsidiaries at year-end (a)

Minimum Well- Mellon Mellon Trust of
capital capitalized Bank, N.A. New England
(dollar amounts in millions) ratios (b) ratios () 2003 2002 2003 2002
Amount:
Tier I capital $ 2,026 $ 1,945 $ 349 $ 301
Total qualifying capital 2,668 2,820 352 305
Risk-adjusted assets 21,134 20,547 1,885 1,721
Average assets-leverage
capital basis 19,767 24,696 5,488 4,930
Ratios:
Tier I capital ratio 4% 6% 9.59% 9.47% 18.50% 17.50%
Total capital ratio 8 10 12.62 13.73 18.67 17.73
Leverage capital ratio 3 5 10.25 7.88 6.35 6.11

(a) Includes discontinued operations.
(b) As defined by the Federal Reserve Board and the Office of the Comptroller of the Currency.
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Capital (continued)

Acquzsmon related zntangzbles

When computrng TrerI caprtal the Corporatlon deducts all goodwrll and certain other 1dent1ﬁed 1ntang1b1es
acquired subsequent to Feb. 19, 1992, except mortgage servicing assets. .

Acquisition-related mtanglbles at year-end

(in mzl[zons) e S G N 2003 . - . 2002 - . 2001
Goodwill ~- -~ 7 : = o Gt Tl $2 194 - 820065 C 081,750
Other identiﬁed'intangibles et IR e - 100 S0 114 S 9T

Total acquisition-related intangibles~ . -~ - .~ "1 - $2 294 (a) $2,179": . T 81,847

(a) AtDec 31 2003 $1.293 bllllon is tax deductzble and- $1 00] bzlllon is non- tax deductzble

The $115 million increase in acquisition-related intangibles from Dec.:31, 2002, primarily resulted from the
foreign exchange effect on non-dollar denominated goodwill in Newton Management Limited, as well as
goodwill and intangible assets recognized from the acquisition of The Arden Group in 2003, as well as the

additional consideration paid-for the Henderson Private Assét Management Busrness acqu1red inr 2002 See
Note 10 for a further d1scuss10n of: goodwﬂl and 1ntangrble assets.

s

CORPORATERISK BRI L

Risk overview

Risk understanding, 1dentrﬁcat10n and mitigation are essential elements for the successful management of the
Corporation. The primary risk exposures are credlt rrsk operational risk; market risk, which includes interest rate
and currency risk: and 11qu1d1ty risk. Credrt risk i is the possibility of loss from a counterparty s failure to perform
accordmg to the terms of a transaction. Operatlonal I'lSk 18 the possibility of loss resultmg from the failure of
processing or transactronal activities. due to human error, systems failures or inadequaté procedures Fiduciary °
risk, a'type of operatlonal Tisk, is the p0551b111ty of loss from actions taken on behalf of clients. Market risk is the
possibility of lower fee' revenue, net interest revefie or. lower market Values of assets and liabilities as interest ‘
rates, exchange rates or equity markets ﬂuctuate L1qu1d1ty riskis the possrbrhty that the’ Corporatron will not be
able to fund present and future financial obhgat1ons The Corporatron controls and monitors these risks with o
policies, procedures training and various levels of managenal oversrght Because of the nature of its. busrnesses )

- external factors beyond the Corporation’s “control may, at times, result in 1osses to the Corporatlon or 1ts
customers,

Credit risk

Credit risk exists in financial instruments both on and off the balance sheet. Financial instruments such as loans
and leases are on the balance sheet. Off-balance-sheet credit exposures include commitments to extend credit,
standby letters of credit and foreign and other guarantees, commercial letters of credit, custodian securities lent
with indemnification against broker default of return of securities, commitments to fund venture capital
investments and liquidity support provided for Three Rivers Funding Corp. (TRFC).
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Credit risk (continued)

The objective of the credit risk management process is to reduce the risk of loss if a customer fails to perform
according to the terms of a transaction. Management maintains a comprehensive centralized process through
which the Corporation establishes-accountability, exposure limits, extends new loans, monitors credit quality,
actively manages problem credits and disposes of nonperforming assets. : ,

The Corporation manages both on- and off-balance-sheet credit risk by maintaining and adhering to its written
credit policies, which specify general underwriting criteria as well as underwriting standards for specific
industries and control credit exposure by borrower, counterparty, degree of risk, industry, country and aggregate
portfolio management.  These measures are adopted by the Risk Management Department in conjunction with the
lending units and are regularly updated to reflect the evaluation of developments in economic, political and
operating environments that could affect lending risks. The Corporation may adjust credit exposure to individual
industries or customers through loan sales, syndications, participations, credit default swaps and the use of master
netting agreements when the Corporation has more than one transaction outstanding with the same customer. In
addition, credit risk to the large corporate market is being managed by generally lending only to investment grade
or equivalent customers that have existing relatlonshlps with the Corporatlon s non-credit fee-based businesses.

Most credit extensmm are approved independently by senior credlt ofﬁcers of the RlSk Management department
and officers of the lending departments. Smaller loans are underwritten according to pre-approved credit
standards. Approvals required are determined by the dollar amount and risk characteristics of the credit
extension. Collateral obtained, if any, for the credit facilities provided is based on industry practice as well as the
credit assessment of the customer. The type and amount of collateral vary, but the form generally includes:
marketable securities; inventory; property, plant and equipment; other assets; and/or income-producing
commercial properties with appraxsed values that exceed the contractual amount of the credlt facilities by pre-
approved ratios.

The Corporation continually assesses the risk of its credit facilities, and assigns a iumerical risk rating to
substantlally all extensions of credit. Lending officers have the primary responsibility for monitoring their
portfolios, identifying emerging problem loans and recommending changes in risk ratings. To anticipate or detect
problems, lending units and credit management use processes designed both for spemﬁc customers and for
industries that could be affected by adverse market or economic condltlons When signs of credit deterioration
are detected, credit recovery or other specialists become involved to minimize exposure to potential future credlt
losses. The Credit Review division of the Audit and Risk Review department provides an independent
assessment of credit ratings, credit quality and the credit management process. The Corporation’s Board of
Directors is kept informed of credit activity through a series of periodic reports. For a further discussion of the
credit risk associated with off- balance sheet financial instruments and der1vat1ve instruments used for tradmg and
risk management purposes, see Notes 27 and 28.




Composition of loan portfolio

The loan portfolio decreased $971 million, or 12%, at Dec. 31,2003, ¢compared with Dec. 31, 2002, primarily
reflecting lower levels of commercial and financial loans. At Dec. 31 2003 the composrtron of the loan portfoho
was 77% commercial and 23% personal : =

-

Compo'sitiotn of loan portfolio at year-end

(in millions). .. , ‘ . 2003 . 2002 2001 2000 1999
Domestic 1oans.and leases: B N I o R
Commercial and financial $2,757 $3,807 $3,618 $ 4994 % 6,900
Commercial real estate 2,131 2,227 2,536 2,178 1,795
Personal (@) o . 1,714 . 1,290 o L124 1,401 o 1,802
Lease finance assets () . o 505 556 637 - 644 : 796
Total domestic loans and leases - - 7,107 - 7,880 7,915 9,217 - = 11,293
International loans and leases 360 ) 558 625 1,009 ©1,176
Total loans and leases, net of unearned _ B t . ' o
discount I o - $7,467 (¢) $8,438 $8,540 . $10,226 $12,469

(a) Primarily consists of secured personal credit lines and mortgages for customers in the Private Wealth sector.
(b) Represents large ticket lease assets that wzll continue to run-off through repayments, posszble sales and no new
obligations.

(c) Includes 33.192 billion of loans to Private Wealth customers and $949 million of loans to Mellon I* Buszness Bant,
National Association, customers.

Note: There were no concentrations of loans to borrowers engaged in similar activities, other than those shown in thzs table
that exceeded 10% of total loans at year-end.

Commercial and financial

The domestic commercial and financial loan portfolio primarily consists of loans to corporate borrowers in
various industry sectors, as shown in the table on page 40. Numerous risk factors impact this portfolio, including
industry-specific risks such as the economy, new technology, labor ratésand cyclicality, as wéll as customer-
specific factors such as cash flow, financial structure, operating controls and asset quality. The decrease at .
Dec. 31, 2003, compared-to Dec. 31, 2002, primarily resulted from actions taken to reduce exposure to the
corporate and institutional marketplace and from the securitization of insurance premium finance loans at a
Canadlan subsrdlary in the first quarter of 2003

Commercial real eslate

The commiercial reéal estate loan portfolio consists of commercral mortgages which generally are secured by
nonresidential and multlfamlly residential properties, and commercial construction loans generally with maturities
of 60 months or less. Commercial real estate loans carry many of the same customer and industry risks as the
commercial and financial portfolio, as well as contractor/subcontractor perforrnance risk in the case of
commercial construction loans and cash flow risk based on project €conomics.

Large corporate commercial and ﬁnancial- exposure - by industry ‘se'ctor .

As shown in. the following table, large corporate loans totaled $L. 292 billion, a $1.494 billion decrease from

Dec. 31, 2002.. Part-of this decrease is due to the-reclassification in 2003 of approx1mately $360 million of.

commerc1al loans made primarily to private wealth customers for commercial purposes. ' These loans are now

reported as “commercial and financial - other” and were previously reported as “commercial and financial - large

corporate.” Loans and unfunded commitments totaled $23.1 billion at Dec. 31, 2003, a $4.2 billion, or 15%,

decrease compared with $27.3-billion at Dec. 31, 2002. This decrease primarily resulted from actions taken as
part of the Corporation’s strategy to reduce credit risk.
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Composition of loan portfolio (continued)

Large.corporate commercial and financial loans - by industry sector

Large corporate commercial and financial exposure at Dec. 31, 2003
(dollar amounts in millions)

Unfunded cominitments to extend credit Commercial and financial loans
Number Contractual Loans ‘ Contractual
o N . of Investment maturities and Investment maturities
Industry sector (a) customers (b)) Commitments grade (c) <1 vear >1 year leases grade (¢) - <lvyear >1vyear
Large corporate ‘
commercial and
financial: . '
Insurance : 41 % 1,648 100%  $ 999 $ 649 5 41 100% $ 38 $ 3
~ Financial institutions 28 = 1,560 100% - 1,201 359 109 100% 97 - - 12
Captive finance . ] ) .
companies 11 : 892 97% 637 255 25 11% - 25
Electric and gas utilities 46 1,121 - S 96% - 599 522 118 19%- 43 .5
Energy 23 821 99% 464 357 31 38% 12 19
Services .29 - 771 . 99% 442 329 52 87% 7 45
Investment management ) - A ’ ' 4 '
companies ‘ o200 722 99%’ 603 119 22 - 100% 1 21
Cable/media 19 : 629 90% 159 470 139 33% 11 128
Electrical and electronic
equipment ; 12 - L 566 99% - 210 356 66 92% 21 45
Chemicals 20 534 91% 180 354 37 47% . 26 11
. Transportation and ) . EE R . . : : .
warehousing 8 327 95% 98 229 79 2% - 79
Scientific and medical ' '
equipment 9 393 98% 162 231 66 9% - 66
All other 139 4,383 93% 1,785 2,598 507 77% 246 261
Total commercial :
and financial -
large corporate . 405 $14,367 } 96% $7,539 $6,828 $1,292 60% $502 $790
Total commercial and ! ' ' ' ’
financial - other (@) 1,295 643 - - 47% 498 145 2,330 NM N/M N/M
Total (¢) 1,700 $15,010 94% $8,037 $6,973 $3,622 N/M . NM N/M
Commercial real estate . 193 : 391 . 58% 108 283 2,131 N/M NM N/M
Personal N/M. 279 . NM- 160 . 119 1,714 N/M N/M N/M
Total . N/M $15680 . . NM $8,305 $7,375 $7.,467  NM N/M N/M
Memo: , ’
Credit default swaps $ 473 ) ) $ 80 @

(@) The industry sectors shown are those that comprise $500 million or more of unfunded commercial and financial commitments and/or
$50 million or more in outstanding loans.

(b) Number of customers represents those customers with available commitments.

(¢) Investment grade loans and commitments are those where the customer has a Moody's long-term rating of Baa3 or better, and/or a Standard
and Poor’s long-term rating of BBB- or better, or zf unrated, has been assigned an equivalent rating using the Corporation’s internal risk
rating. The percentages in the table are based upon the dollar amounts of investment grade loans and commitments as a percentage of the
related dollar amount of loans and commitments for each industry sector. .

(d)  Includes commitments originated by Mellon United National Bank (382 million) and Mellon I* Business Bank, National Association
(8468 million). Includes loans originated by AFCO/CAFO, insurance premium financing subsidiaries (8491 million), Mellon United National
Bank (3214 million), Mellon 1* Business Bank, National Association ($367 million) and domestic and international lease finance loars
(8629 million).

(e) Includes commercial and financial, lease finance and international loans and commitments.

) Credit exposure has been hedged by purchasing 8612 million of credit default swaps in the following induswtry sectors: screntzf ¢ and medlcal
equipment, $118 million; electrical and electronic equipment, $116 million; insurance, $95 million; electric and gas utilities, 850 million;
cable/media, 835 million; services, $30 million; chemicals, $28 million; and all other $140 miliion. The $612 million of credit default swaps
includes $59 million of swaps related to letters of credit, which are not shown in the table above. Amounts shoWn in the industry sector
details have not been reduced by the amounts of credit default swaps. . .

N/M -- Not meamngful for thzs dzsclosure




Composition of loan portfolio (continued)

Foreign outstandings

Foreign outstandings include loans, acceptances, interest-bearing deposits with other banks, other interest-bearing
investments and related accrued interest. Country distributions are based on the location of the obligor. Short
term interest-bearing deposits with banks represent approximately 85% of the Corporation’s foreign outstandings.
Foreign assets are subject to the general risks of conducting business in each foreign country, including economic
uncertainty and government regulations. In addition, foreign assets may be impacted by changes in demand or
pricing resulting from movements in foreign currency exchange rates or other factors. The following table

presents the foreign outstandings in each country where such outstandings exceed 1% of the Corporation’s total
assets.

Foreign outstandings (in millions) Dec. 31, 2003 Dec. 31, 2002 Dec. 31, 2001
United Kingdom $1,431 $892 8916
France Less than 1% Less than 1% 940
Canada Less than 1% Less than 1% 634
Cayman Islands ' Less than 1% . Lessthan 1% 500

Note: Aggregate foreign outstandings falling between :75% and 1.00% of total assets at Dec. 31, 2003 totaled $§274 million
for Ireland. Aggregate foreign outstandings falling between .75% and 1.00% of total assets at Dec. 31, 2002 totaled

$313 million for Canada. There were no individual countries with aggregate foreign outstandings falling between .75% and
1.00% of total assets at Dec. 31, 2001,
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Nonperforming assets

Nonperforming assets are assets for which revenue recognition has been suspended or is restricted.
Nonperforming assets include both nonperforming loans and acquired property, primarily other real estate owned
(OREO) acquired in connection with the collection effort on loans. Nonperforming loans include both nonaccrual
and restructured loans. Past-due commercial loans are those that are contractually past due 90 days or more but
are not on nonaccrual status because they are well secured and in the process of collection. Past-due personal
loans, excluding mortgages, are generally not classified as nonaccrual but are charged off on a formula basis upon
reaching various stages of delinquency. Additional information regarding the Corporation’s practices for placing
assets on nonaccrual status is presented in Note 1.

Nonperforming assets at year-end

(dollar amounts in millions) 2003 2002 2001 2000 1999
Nonaccrual loans:
Commercial and financial $49 $54 $42 $159 $60
Personal 2 3 2 5 18
Commercial real estate ‘ - - 1 1 i
Lease finance assets - - 14 - -
Total nonperforming loans (a)(b) 51 57 59 165 79
Acquired property:
Real estate acquired 1 2 2 7 6
Reserve for real estate acquired - - - - )
Net real estate acquired 1 2 2 7 5
Other assets acquired - - 1 - 3
Total acquired property 1 2 3 7 8
Total nonperforming assets $52 $59 $62 $172 387
Nonperforming loans as a percentage of total loans 69% .68% .69% 1.61% .63%
Nonperforming assets as a percentage of
total loans and net acquired property .69% 70% 2% 1.68% .70%
Nonperforming assets as a percentage of Tier I
capital plus the reserve for loan losses 2.09% 2.66% 2.30% 4.97% 2.61%

(a) Includes $13 million, $1 million, $16 million, $56 million, and $40 million, respectively, of loans with both principal
and interest less than 90 days past due but placed on nonaccrual status by management discretion. These amounts
represent 25%, 1%, 27%, 34%, and 51%, respectively, of total nonperforming loans.

(b) There were no international nonperforming loans at Dec. 31, 2003, Dec. 31, 2002 or Dec. 31, 2001.

Nonperforming loans totaled $51 million at Dec. 31, 2003, a $6 million decrease from Dec. 31, 2002. As shown
in the following table, the Corporation aggressively managed the level of nonperforming loans, as additions of
$31 million in 2003 were offset by sales, repayments and credit losses. The additions to nonperforming status in
2003 resulted primarily from a $12 million loan to a cable television operator and a $9 million lease to an energy
company which was sold in 2003. The $15 million reduction from sales of commercial and financial loans in the
following table resulted from the sale of the remaining portion of a loan to WorldCom, Inc. Of the $52 million
balance of total nonperforming assets at Dec. 31, 2003, $36 million was to a California-based electric and natural
gas utility company that voluntarily filed for Chapter 11 bankruptcy protection in the second quarter of 2001,

$8 million was to the cable television operator and $8 million consists of various smaller loans and acquired
assets. The California-based electric and natural gas utility company is expected to emerge from bankruptcy
protection in the first half of 2004. The plan of reorganization calls for full repayment of this loan.




Nonperforming assets (continued)

Change in nonperforming loans for the year ended Dec. 31,

2003
Lease
Commercial finance Total
(in milfions) and financial Personal assets 2003 2002
Nonperforming loans at beginning of year $54 $3 $ - $57 $ 39
Additions 21 1 9 31 244
Reductions from sales (15) ) ) (23) (106)
Reductions from payments (a) 8) 1 - 9) (15)
Return to accrual status - - - - (N
Credit Josses from sales - - 2) 2) 27)
Credit losses - other 3) - .- 3 (96)
Transfers to acquired property - - - - (1)
Nonperforming loans at end of year $ 49 $2 $ - $51 $ 57

(a) Includes interest applied to principal.

A loan is considered impaired, as defined by SFAS No. 114, “Accounting by Creditors for Impairment of a
Loan,” when, based upon current information and events, it is probable that the Corporation will be unable to
collect all principal and interest amounts due according to the contractual terms of the loan agreement. Additional
information regarding impairment is presented in Note 1.

Impaired loans

(in millions) ' 2003 2002 2001
Impaired loans at year-end (a) $41 $54 $ 43
Average impaired loans for the year : 46 91 143
Interest revenue recognized on impaired loans (b) ' 1 5 1

(a) Includes 33 million, $39 million, and $41 million of impaired loans with a related impairment reserve of 32 million,
32 million, and $3 millipn at Dec. 31, 2003, Dec. 31, 2002, and Dec. 31, 2001, respectively.
(b) All income was recognized using the cash basis method of income recognition.

Foregone interest on nonperforming loans at year-end

(in millions) 2003 2002 2001 2000 (a) 1999
Contractual interest due - $4 $6 85 $29 $12
Interest revenue recognized 2 4 3 9 4

Interest revenue foregone $2 $2 $2 $20 $ 8

(a) Amounts include discontinued operations. Data on a continuing basis for years prior to 2001 is not readily available.
Note: This table includes interest revenue foregone during the vear on loans that were nonperforming at the end of each
vear. Interest receipts that the Corporation applied, for accounting purposes, to reduce principal balances of nonaccrual
loans are included in contractual interest due but not in interest revenue recognized.

The following table presents the amount of loans that were 90 days or more past due as to principal or interest that
are not classified as nonaccrual because the loans were either well secured and in the process of collection or were
non-real estate secured personal loans that are automatically charged off upon reaching various stages of
delinquency, generally 120 days past due. Real estate secured personal loans are generally placed on nonaccrual
status upon reaching 180 days past due.
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Nonperforming assets (continued)

Past-due loans at year-end

(dollar amounts in millions) 2003 2002 2001 2000 1999
Personal $1 $2 $- $1 $6
Commercial and financial 1 i 1 2 4

Total past-due loans (a) $2 $3 $1 $3 $10

(a) There were no international past-due loans at Dec. 31, 2003, Dec. 31, 2002 or Dec. 31, 2001.

The following table presents the amount of loans that were 30-59 days, 60-89 days and 90 days or more past due
as to principal or interest at Dec. 31, 2003.

Past-due loans at Dec. 31, 2003 Days past-due

(dollar amounts in millions) 30-59 60-89 90+

Personal $ 7 $1 $1

Commercial and financial 2 1 1

Commercial real estate ) 2 - -
Total past-due loans $11 $2 $2

Provision and reserve for credit exposure

The Corporation’s accounting policies regarding the reserve for credit exposure are regarded as critical
accounting policies in that they involve significant management valuation judgments. These policies are
discussed on pages 62 and 63.

The allocation of the Corporation’s reserve for credit exposure is presented below. This allocation is judgmental,
and the entire reserve for credit exposure is available to absorb credit losses regardless of the type of loss.

Reserve for credit exposure at year-end
(amounts in millions) 2003 2002
Reserve for loan losses:

Base reserves:

Commercial and financial $ 48 $ 81
Commercial real estate 13 8
Personal 6 6
Lease assets 12 5
Total domestic base reserve 79 100
International 9 4
Total base reserve 88 104
Impairment . 2 2
Unallocated 13 21
Total loan loss reserve $103 $127

Reserve for unfunded commitments:

Commitments ' $ 61 $ 43
Letters of credit and bankers acceptances 14 9
Total unfunded commitments reserve $ 75 § 52

Total reserve for credit exposure $178 5179




Provision and reserve for credit exposure (continued) . :..~..o .- - oy

The base reserve totaled $88 million at Dec. 31, 2003, a decrease of $16 million compared with $104 million at
Dec. 31, 2002. ‘This decrease-was primarily:driven by the commercial and financial base reserve which decreased
to. $48 miillion af Dec. 31, 2003 compared with $81 million at Dec. 31, 2002. The decrease in this reserve related
to changes in estimates of inherent probable losses, improvements in credit quality and a decrease in loan volume.
The impairment reserve totaled $2 million at both Dec. 31, 2003 and Dec. 31, 2002. The unallocated reserve’
totaled $13 million at Dec. 31, 2003, a decrease of $8 million compared with $21 million at Dec. 31, 2002
reflecting a lower level of uncertainty about the energy/electrical utilities and cable/media industries partially
offset by a higher level of uncertainty about customers sensitive to increases in oil prices and decreasmg travel,
such as chemicals and airlines.

The reserve for unfunded commitments totaled $75 million at Dec. 31,2003, arvincrease of $23 million eohlpared
with $52 million at Dec. 31, 2002. The reserve on commitments totaled $61 million at Dec. 31, 2003, an increase
of $18 million from Dec. 31 2002, despite a-decrease of $3.2 billion in undrawn commiitments. This increase
reflected a change in estifiiates of inhetent probable lossés ori commitriients in 2003. The reserve on letters of -
credit and bankers acceptances totaled $14 million at Dec. 31, 2003, an increase of $5 million from Dec. 3 1 2002.
This increase reﬂected a change in estlmates of inherent probable losses. ‘

The provision for credit losses for 2003 totaled $7 million compared with $172 million in 2002. The hlgher
provision for credit losses in 2002 was recorded in large part for credit exposure related to customers that had
been associated with allegations of accounting irregularities, downgrades of shared national credits, and higher
estimated inherent probable losses on commitments. Net credit related losses totaled $8 million in 2003 compared
-with $130 million in 2002.. The net credit related losses in 2002 included $104 million of credit losses on loans to
two customers that had been-associated with allegations of accounting irregularities. Of the $104 million,

$85 million was recorded on a $100 million loan to WorldCom, Inc. The remainder resulted from the sale of

$108 million of loans made to a customer in the cable/media industry. The level of credit losses and recoveries
relative to outstanding loans can vary from period to period as a result of the size and nuriber of individual credits
that may require charge-off and the effects of changing economic conditions. 7

The reserve for loan losses as a percentage of loans was 1.37% at Dec. 31, 2003 down from 1.51% at Dec. 31,
2002, reflecting the lower estimates of inherent losses, improvement in credlt quality and lower.loan levels of
commercial and financial loans discussed prev1ously The reserve as a percentage of nonperforming loans at
Dec. 31; 2003 was 200%, compared with 222% at Dec. 31, 2002. These ratios are products of the reserve’
calculation methodology which estimates appropriate reserves for each component of the loan portfoho The
resulting ratios are benchmarks; but not targets The ratio of the reserve for loan losses to nonperforming loans is
an outcome of two interrelated but separate processes: the establishment of an appropriate loan loss reserve level
for the portfolio as a whole, including the nonperforming component in the portfolio; and the classification of
certain assets as nonperforming in accordance with established accounting, regulatory and management policies.
While the level of nonperforming loans is an indication of the overall credit quality of the loan portfolio, there is
no direct correlation between the level of nonperforming loans and the size of the reserve for loan losses. The i
Corporation’s management concluded that; at Dec. 31, 2003, the overall reserve level was appropnate to
recognize inherent 1osses in the loan portfoho The Audxt Commxttee of the Board of Dlrectors revxewed and -
concurred. -
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Provision and reserve for credit exposure (continued)

Reserve activity . ‘ B i ~2003 - o 2002
. K . Loan Unfunded .Loan Unfunded
(dollar amounts in millions) : losses - commitments losses ‘commitments
Reserve at beginning of year . . $127 . 882 $ 96 $42
Credit losses: ' ' '
Domestic: ,
Commercial and financial : : ) S @) - (87) -
Commercial real estate -~ - o = L - oy ST
Personal: . 3 -
Credit cards ' - - v - -
Other personal credit 1) - )] -
Lease finance assets - - )] -
Total domestic o ' ' @) - BCH) ‘ -
International " o ‘ ' - ' 2) - - -
" Total credit losses N ' S () Co- N : -
Recoveries: S ‘ » o " :
" Dommestic:
Commercial and financial o ‘ 14 - 9 ) -
Commercial real estate 1 - 1 -
Personal: ) Ny , o
Credit cards C : S Ca . ‘ - -
Other personalcredit - R ’ 2 . - 1 -
Lease finafice assets o - . . - ) -
Total domestic . o . ' 17 - 13 -
International ., s : ’ - . e - . - S -
Total récoveries .. - : e : 17 . - 13 -
Net credit (losses) recoveries:
Domestic: : o . :
Commercial and financial ’ - 1 -7 (78) B
Comimercial real estate S - A E R B -
Personal: ‘ ' o ‘
Credit cards - - - -
Other personal credit - ‘ : Co ‘ 1 . - (h -
Lease finance assets v ‘ - - (%) -
Total domestic ' . . , L 13 _ - (84) -
International ) ) ' - - ‘ -
Sub-total - net credit (losses) recoveries o ‘ _ 1§ I - . (8% -
Credit losses on loans transferréd to held for sale” ‘ ’ " (16) ‘ - 39) ; ) -
Total net credit losses g ' &) - - (123) ’ -
Loss on sale of commitments R SR - 3 - - 7
Provision for credit losses - - S o T(19) 26 144 - 28
Net change in reserve from transfers and other activity:. ’ e . : . :
Securitizations -. . . , . - 2) -
Dispositions/acquisitions ' ' L - - 1 -
Funding of commitments ‘ s Coo B - sl (a1
Net change in reserve from transfers and other activity : - - 10 (1)
Reserve at end of year e ‘ $103 $75 $127 Y
Reserve for loan losses as a percentage of total loans (@) 1.37% NM 1.51% N/M
Reserve for loan losses as a percentage of nonperforming loans (a) 200% N/M 222% N/M
Reserve for unfunded commitments as a percentage of unfunded
commitments (@) N/M 44% NM 25%
Net credit losses to average loans 07% N/M 1.30% N/M

(a) At year-end.
N/M -- Not meaningful.

- continued -




Provision and reserve for credit exposure (continued)

Reserve activity R 2000 . 1999 - .
L T ~.Loan- ., Unfunded -~ - Lean- - Unfunded Loan Unfunded
(dollar amounts in millions) , ) o . . losses  commitments -. losses .commitments . losses commitments
Reserve at beginning of year .. L. %254 : 818 L. 827 .. 818 $366, $14
Credit losses: L ’ . L ' ’ ' o '
Domestic¢: - e :
Comniercial and financial - =~ -~ - Q@5 e T R0) Y - 23 -
Commercial real estate. . .~ - ey - Co - - -
Personal: ’ 3 S .
Credit cards . o . - . - — - (1) . -
_.Other personal credit ' oy - - - ¥} -
“Lease finance assets R ~(14) ’ ' - ’ - T - B L
Total domestic s @0y - - T T ey B (36) -
International (15) - - - - -
Total credit losses (55) : - 2n - (36) -
Recoveries:
Domestic:
Commercial and financial N S - ot ‘ - 7. -
Commerdial real éstate ‘ . "o - B -
Personal: -~ ' T - 7 : o ST
Credit cards : e ety s St - 1 E
Other personal credit - - - - 1 -
Lease finance assets ' oo T T - ) - T . o= -
. Total domestic 1 - 1 - 11 S
- International Cm e o <1 - - 12 - - -
_ Total recoveries 2 - 13 - 11 -
Net credit (losses) recoveries: ]
Domestic: : ’
Commercial and financial - (24) - 19 - (16) -
- Commercial real estate - - - - 2 -
Personal: - .
~ Credit cards I o e T T - (10) I
Other personal credit 1) - ) L () -
Lease finance assets ' (14) ' - - -7 o -
Total domestic e e 39y -~ - e (20) R e (25) :
_International . __ S B¢ 3 e 12 : oo 2 -
Sub-total - net credit losses (53) - & - 25) -
Credit losses on loans transferred - C
~ to held for sale o (29) - (15) - - -
Total net credit losses ' D -7 I o (@3 N - 25 -
Loss on sale of commitments - - - - e -
Proviston for credit losses =~ - = (4) AR - SR - - 20 - -
Net change in reserve from transfers ' A : N o
and other activity:
Securitizations . D - - - - -
Dispositions/acquisitions A C 1A -y - e = (88) s
- Funding of commitments ... . . e (24) S - 24 - (2). 2 2) .2
Net change in reserve.from .. - N ) . - . e . ,‘
transfers and other activity - o 2 (90). .2
Reserve at end of year $ 96 $42 $254 ‘ $18 $271 $16
Reserve for loan lossesasa " T : o o o '
percentage of total loans (@) -~ - . 1.12% - - N/M © 249% - - ¢+ NM 217% O NM
Reserve for loan losses as.a S : TR : oo S o C
percentage. of nonperforming loans (@) - 164% - - NM - . 04% - N/M 342% N/M
Rescrve for unfunded commitmentsasa . . : L - . o ..
percentage of unfunded commitments (@)~ NM  16% . NM . .06% N/M 05%

Net credit losses to average loans - .84% . N/M 21% CYONM

(a) Atyear-end . S
N/M -- Not meaningful.
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Market and liquidity risk

The Finance Committee of the Corporation is responsible for overseeing the management of market risk, which
includes interest rate and currency risk for both asset/liability management and trading activities, and liquidity
risk pursuant to policies and limits which are established by the Committee and reviewed annually with a
committee of the Corporation’s Board of Directors. The Finance Commiittee is comprised of senior officers of the
Corporation from the Executive Management Group and Finance, Risk Management, Foreign Exchange, Global
Exposure Management, Financial Markets, Securities Lending and Corporate Strategy areas. Market and
liquidity risk includes a consideration of both on-balance-sheet and off-balance-sheet activities; including the use
of derivatives. The use of derivatives for asset/liability management purposes is included in the discussion of
asset/liability management below. The use of derivatives for trading purposes is discussed under Trading
Activities. Other off-balance-sheet arrangement which may involve credit, market, liquidity or operating nsk are
discussed under Off-balance-sheet arrangements at the end of this discussion of overall corporate risk.

Asset/liability management

Asset/liability management activities address management of on-balance-sheet assets and liabilities from an
interest rate risk, currency risk and liquidity management perspective as well as the use of derivatives for
asset/liability management purposes. A discussion of those activities follows.

Selected average balances -

(in millions) 2003 ' 2002
Assets: - ‘ o ‘ ‘ '
Money market investments -~ -~ - R ‘ : $ 3,056 : : $-2,448
Trading account securities 722 744
Securities : - 4 11,198 10,110
Loans 7,704 9,445
Funds allocated to discontinued operations - 184
Total interest-earning assets ) ) 22,680 22,931
Noninterest-earning assets (a) 11,314 ’ 10,698
Reserve for loan losses - - - (117 ] (140)
Total assets ) ] | $33,877 $33,489
Funds supporting total assets: :
Core funds - $29,991 $28,866
Purchased funds (a) ' e 3 3,886 ] - 4,623
Funds supporting total assets . $33,877 $33,489

(a) Excludes other assets and liabilities of discontinued operations.

The decrease in the Corporation’s average interest-earning assets in 2003 compared with 2002 resulted from a
lower level of loans partially offset by higher levels of securities and money market investments. The lower level
of loans was due to the continued reduction of large corporate loans while the increase in securltles primarily
reflects the reinvestment of core funds.-

Core funds, considered to be the most stable sources of funding, are defined principally as institutional money
market deposits and other deposit sweeps, individual money market and other savings deposits, savings
certificates, demand deposits, shareholders’ equity, notes and debentures with original maturities over one year,
junior subordinated debentures, and other liabilities. Core funds primarily support core assets, consisting of
loans, net of the reserve, and noninterest-earning assets (excluding other assets of discontinued operations).
Average core assets decreased $1.1 billion in 2003 from the prior year, reflecting the lower level of loans
partially offset by a higher level of noninterest-earing assets. Core funds averaged 159% of core assets in 2003
compared with 144% in 2002. The excess of core funds over core assets are typically invested in securities.




Asset/liability management (continued)

Purchased funds are defined as funds acquired in the wholesale money markets including deposits in foreign
offices (excluding cash management and sub-custodial sweep deposits), federal funds purchased and securities
sold under repurchase agreements, negotiable certificates of deposit, other time deposits, U.S. Treasury tax and
loan demand notes, term federal funds purchased, commercial paper, short-term bank notes, other funds
borrowed, and funds allocated from discontinued operations (excluding other liabilities of discontinued
operations). Average purchased funds decreased $737 million in 2003 from 2002, due to a decrease in other time
deposits and federal funds purchased and securities sold under repurchase agreements. Average purchased funds
as a percentage of total average assets totaled 11% m 2003 compared with 14% in 2002.

Liquidity and dividends

The Corporation uses several key primary and secondary measures to assess the adequacy of the Corporation’s
liquidity position. The balance sheet is managed to ensure that these measures are maintained within approved
limits. Each of these measures is monitored on a periodic basis, giving consideration to the Corporation’s
expected requirements for funds and anticipated market conditions. Quarterly, the Finance Committee reviews a
liquidity stress simulation that evaluates how the liquidity position at that time might be impacted under adverse
funding conditions. The stress simulation is prepared under a gradual erosion scenario and under a crisis scenario.
All deposits and borrowed funds are categorized by their sensitivity to potential credit concerns. In addition, the
effect of other factors are considered including: prevailing credit market conditions; current debt ratings and the
ratings outlook; and commitments to extend credit. The simulation analysis has shown adequate liquidity under
both scenarios. The stress simulation is reviewed and updated to ensure current applicability with changes in the
Corporation’s balance sheet and changes in the marketplace.

The Corporation manages its liquidity position with the objective of maintaining the ability to fund commitments
and to repay liabilities in accordance with their terms, even during periods of market or financial stress. Assets
and liabilities are managed in such a way to accommodate changes in funding requirements without generating a
material adverse impact on net income. Core demand and time deposits, gathered from the Corporation’s private
wealth management and corporate and institutional services businesses, are used in conjunction with long-term
debt to provide stable sources of funding. Purchased funds, acquired from a variety of sources and customers in
worldwide financial markets, are used to supplement the core sources of funding. Liquid assets, in the form of
money market investments and portfolio securities held available for sale, are also utilized to meet short-term

requirements for cash. Liquidity is managed on both a consolidated basis and at Mellon Financial Corporation
(Parent Corporation).

The Parent Corporation has access to the following principal sources of liquidity: dividends and interest from its
subsidiaries, the commercial papér market, a revolving credit agreement with third party financial institutions and
access to the capital markets. The ability of national bank subsidiaries to pay dividends to the Parent Corporation
1s subject to certain regulatory limitations, as discussed in Note 25. Under the more restrictive limitation, the
Corporation’s national bank subsidiaries can, without prior regulatory approval, declare dividends subsequent to
Dec. 31, 2003, of up to approximately $145 million, less any dividends declared and plus or minus net profits or
losses, as defined, earned between Jan. 1, 2004, and the date of any such dividend declaration. To comply with
regulatory guidelines, the Corporation and its subsidiary banks continually evaluate the level of cash dividends in
relation to their respective operating income, capital needs, asset quality and overall financial condition.
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Liquidity and dividends (continued)

At Dec. 31, 2003, the Parent Corporation held cash and marketable securities of $681 million. For 2003, the
Parent Corporation’s average commercial paper borrowings were $18 million compared with $41 million in
2002. Commercial paper outstanding at Dec. 31, 2003, totaled $10 million.

The Parent Corporation has a $250 million revolving credit agreement with financial institutions that expires in
June 2004. There were no borrowings under this facility at Dec. 31, 2003. The revolving credit facility contains
Tier I ratio and double leverage ratio covenants, as discussed in Note 13. The Parent Corporation also has the
ability to access the capital markets. In July 2003, the Corporation filed a shelf registration statement with the
Securities and Exchange Commission, which was declared effective in August 2003. At Dec. 31, 2003, the
Parent Corporation had $1.75 billion of capacity to issue debt, equity and junior subordinated debentures.

The Corporation’s ability to access the capital markets was demonstrated in 2003 through the issuance of
subordinated notes by the Parent Corporation. In June 2003, the Corporation issued $100 million of 5%
subordinated notes maturing in 2014. These notes are fully fungible with, and formed a single series with, the
$300 million of 5% subordinated notes maturing in 2014 that were issued by the Corporation in November 2002.
In November 2003, the Corporation issued $250 million of 5.50% subordinated notes maturing in November
2018. Access to the capital markets is partially dependent on the Corporation’s and Mellon Bank, N.A.’s credit
ratings, which are shown in the following table.

Senior and subordinated debt

ratings at Dec. 31, 2003 Standard & Poor’s Moody’s Fitch
Mellon Financial Corporation:
Issuer rating - Al -
Senior debt A+ Al AA-
Subordinated debt A A2 A+
Mellon Bank, N.A.:
Long-term deposits _ AA- Aa3 AA
Subordinated debt A+ Al A+

Contractual maturities of the Corporation’s long-term debt totaled $603 million in 2003 and will total
approximately $205 million in 2004, See Note 14 for additional information on the Corporation’s notes and
debentures.

In the second quarter of 2003, the Corporation increased its annual common stock dividend to $.56 per common
share, an increase of 8% from the previous annual rate. In the fourth quarter of 2003, the Corporation further
increased it to $.64 per common share, an increase of 14% from the previous annual rate. In total, the Corporation
increased its annual common stock dividend by 23% in 2003. The Corporation paid $243 million of common
stock dividends in 2003, compared with $213 million in 2002. The common dividend payout ratio, on a net
income basis, was 35% in 2003 on a dividend of $.57 per share compared with 31% in 2002 on a dividend of $.49
per share. Based upon shares outstanding at Dec. 31, 2003, and the current quarterly common stock dividend rate
of §.16 per share, the annual dividend requirement in 2004 is expected to be approximately $275 million.

As shown in the consolidated statement of cash flows, cash and due from banks decreased by $126 million during
2003 to $2.602 billion at Dec. 31, 2003. The decrease resulted from $2.514 billion of net cash used in financing
activities partially offset by $1.591 billion of net cash provided by investing activities and $788 million of net
cash provided by operating activities. Net cash used in financing activities primarily resulted from a lower level
of deposits, repayments of longer-term debt, repurchases of common stock and dividends paid on common stock,
partially offset by the net proceeds from issuance of longer-term debt. The lower deposit level is primarily due to
the change in the manner in which the Department of the Treasury is paying for certain cash management and
merchant card services in the second half of 2003, discussed in “cash management revenue™ on page 12. Net




Liquidity and dividends (continued)

cash provided by investing activities primarily resulted from a decrease in the level of federal funds sold, loan
repayments and maturities and sales of securities, partially offset by an increase in money market investments.

Interest rate sensitivity analysis

The objective of interest rate risk management is to manage the effects that interest rate fluctuations have on net
interest revenue and on the net present value of the Corporation’s assets, liabilities and derivative instruments.
Interest rate risk is measured using net interest margin simulation and asset/liability net present value sensitivity
analyses. Simulation tools serve as the primary means to gauge interest rate exposure. The net present value
sensitivity analysis is the means by which the Corporation’s long-term interest rate exposure is evaluated. These
analyses provide an understanding of the range of potential impacts on net interest revenue caused by interest rate
movements.

Modeling techniques are used to estimate the impact of changes in interest rates on the net interest margin. The
model uses the consolidated balance sheet and derivative positions as of year-end adjusted for committed
positions not settled as of that date. The simulation also incorporates assumptions regarding the changes in the
balance sheet composition, hedging strategies, and the repricing of interest-earning assets and interest-bearing
funds over the next 12 month period. These assumptions have been developed utilizing both historical analyses
and the anticipated pricing of future business activity. Financial market conditions and management’s response to
events may cause actual results to differ from simulated results.

The Corporation has established the following guidelines for assuming interest rate risk:

Net interest margin simulation--Given a +/- 200 basis point change in short term interest rates and a +/- 165 basis
point change in long-term rates over a six month period, the estimated one year total net interest margin may
not change by more than 10% from the rates unchanged results.

Portfolio equity simulation--Portfolio equity is the net present value of the Corporation’s existing assets, liabilities
and derivative instruments. Given a +/- 200 basis point immediate parallel shift in interest rates, portfolio
equity may not change by more than 20% of total shareholders’ equity.

The following table illustrates the simulation analysis of the impact of a 50, 100 and 200 basis point shift upward
or 50 and 100 basis point shift downward in interest rates on net interest revenue, earnings per share and return on
equity. Given the low interest rate environment that existed in 2003, the impact of a 200 basis point downward
shift is not shown in the table. This analysis was prepared using the levels of all interest-earning assets,
supporting funds and derivative instruments used for interest rate risk management at Dec. 31, 2003, and
excluding the impact of interest receipts on nonperforming loans. The impact of the rate movements was
developed by simulating the effect of rates changing in a gradual fashion over a six-month period from the

Dec. 31, 2003, levels and remaining at those levels thereafter.

Interest rate simulation sensitivity analysis Movements in interest rates from Dec. 31, 2003 rates
Simulated impact in the next 12 months Increase Decrease
compared with Dec. 31, 2003: +50 bp _+100 bp _+200 bp -50 bp _-100 bp
Net interest revenue decrease 04H% A.D% (29% 0.9% (“4.4H%
Earnings per share decrease 5- $(.01) $(.02) $(.0D $(.03)
Return on equity decrease (3)bp (10) bp (25) bp &) bp (38) bp
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Interest rate sensitivity analysis (continued)

The anticipated impact on net interest revenue under the various scenarios did not exceed the Corporation’s
guidelines for assuming interest rate risk at both Dec. 31, 2003 and Dec. 31, 2002. The simulation results reflect
the Corporation’s efforts to manage the repricing characteristics of its interest-earning assets and supporting
funds.

Managing interest rate risk with derivative instruments

The Corporation maintains an overall interest rate risk management strategy that incorporates the use of derivative
instruments to minimize significant unplanned fluctuations in eamings that are caused by interest rate volatility.
The Corporation’s goal is to manage interest rate sensitivity by moditying the repricing or maturity characteristics
of certain balance sheet assets and liabilities so that net interest revenue is not significantly affected by
movements in interest rates. As a result of interest rate fluctuations, fixed rate hedged assets and liabilities will
appreciate or depreciate in market value. The effect of this unrealized appreciation or depreciation will generally
be offset by income or loss on the derivative instruments that are designated as hedges of the related assets and
liabilities.

Derivatives are used as part of the Corporation’s overall asset/liability management process to augment the
management of interest rate exposure. Interest rate swaps--including callable and basis swaps--interest rate caps
and floors, financial futures, forwards, and financial options have been approved by the Board of Directors for
this purpose. By policy, the Corporation will not enter into any new derivative contracts that, when aggregated
into the total corporate interest rate exposure, would cause the Corporation to exceed its established interest rate
risk limits.

Interest rate swaps generally involve the exchange of fixed and variable rate interest payments between two
parties, based on a common notional principal amount and maturity date. Interest rate futures generally invelve
exchange traded contracts to buy or sell a specified instrument in the future at specified prices. Interest rate
options represent contracts that allow the holder the right, but not the obligation to either purchase or sell a
financial instrument at a specified price within a specified period of time. Certain of these contracts also provide
the Corporation with the right to enter into interest rate swaps and cap and floor agreements with the writer of the
option.

The following table presents the gross notional amounts and weighted-average maturities of derivative
instruments used to manage interest rate risk, identified by the underlying interest rate-sensitive instruments. The
gross notional amount of interest rate swaps used to manage interest rate risk was $1.919 billion lower at

Dec. 31, 2003 compared with Dec. 31, 2002, due to maturities of instruments associated with money market
deposits. The notional amounts should be viewed in the context of the Corporation’s overall interest rate risk
management activities to assess the impact on the net interest margin. The interest received and interest paid are
recorded on an accrual basis in the interest revenue and interest expense accounts associated with the underlying
liabilities and assets. The net differential resulted in interest revenue of $142 million in 2003, compared with
$94 million in 2002 and $44 million in 2001. Additional information regarding these contracts is presented in
Note 28.
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Interest rate sensitivity analysis (continued)

Interest rate swaps used to Weighted- Weighted-Average
manage interest rate risk : Dec. 31, © Average Interest Rate Dec. 31,
(notional amounts in millions) 2003 Maturity Received Paid 2002

Receive fixed instruments
associated with long-term debt

and junior subordinated debentures . $2,700 9 yrs., 4 mos. 5.96% 1.33% $2,650
Receive fixed instruments associated . )

with deposits 10 10 yrs., 3 mos. - 4.76% 1.17% -
Pay fixed instruments assoc1ated ‘

with deposits - , - - - 1,975
Pay fixed instruments assoc1ated o '

with loans 10 1 yr., 3 mos. 2.76% 5.15% 14

Total notional amount - $2,720 $4,639

Fair value hedges

The Corporation enters into interest rate swaps to convert portions of its fixed rate junior subordinated debentures
to floating rate securities, its fixed rate long-term debt to floating rate debt and, to a small degree, certain fixed
rate loans to variable rate loans. The fixed rate liability instruments are changed to variable rate instruments by
entering into receive fixed/pay variable swaps and the fixed rate asset instruments are changed to variable rate
instruments by entering into pay fixed/receive variable swaps. No ineffectiveness was recorded for 2003, 2002
and 2001. ' -

Cash flow hedges

At Dec. 31, 2003, there were no outstanding cash flow k;edges. Ineffectiveness of less than $1 million was
recorded for 2003, 2002 and 2001. '

Hedges of net investment in foreign operations

The Corporation uses five year yen denominated debt to hedge its investment in a Japanese bank. The purpose of
this hedge is to protect against adverse movements in exchange rates.

Trading activities

The Corporation has established trading limits and related monitoring procedures to control trading risk. These
limits are approved by the Finance Committee and reviewed by a committee of the Board of Directors. All limits
are monitored for compliance by departmental compliance staff and by the Corporation’s Audit and Risk Review
department. Exceptions to limits are reported to the Finance Committee.

The financial risk associated with trading positions is managed by assigning position limits and stop-loss
guidance amounts to individual activities. The Corporation uses a value-at-risk methodology to estimate the
potential daily amount that could be lost from adverse market movements. Value-at-risk measures the potential
gain or loss in a portfolio of trading positions that is associated with a price movement of given probability over a
specified time frame. Position limits are assigned to each family of financial instruments eligible for trading such
that the aggregate value-at-risk in these activities at any point in time will not exceed a specified limit given a
significant market movement, The extent of market movement deemed to be significant is based upon an
analysis of the historical volatility of individual instruments that would cover 95% of likely daily market
movements. The loss analysis includes the derivative instruments used for trading activities as well as the
financial assets and liabilities that are classified as trading positions on the balance sheet. Using the
Corporation’s methodology, which considers such factors as changes in currency exchange rates, interest rates,
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Trading activities (continued)

spreads and related volatility, the aggregate value-at-risk for trading activities was approximately $4 million at
Dec. 31, 2003, compared with approximately $5 million at Dec. 31, 2002. The average daily value-at-risk for
trading activities in 2003 was approximately $7 million.

Trading activities are generally limited to products and markets in which liquidity is sufficient to allow positions
to be closed quickly and without adversely affecting market prices, which limits loss potential below that assumed
for a full-day adverse movement. Loss potential is further constrained in that it is highly unusual for all trading
areas to be exposed to maximum limits at the same time and extremely rare for significant adverse market
movements to occur in all markets simultaneously. Stop-loss guidance is used when a certain threshold of loss is
sustained. If stop-loss guidance amounts are approached, open positions may be liquidated to avoid further risk to
earnings. The use of stop-loss guidance in tandem with position limits reduces the likelthood that potential
trading losses would reach imprudent levels in relation to earnings capability.

Derivative instruments used for trading purposes

The Corporation enters into various foreign exchange and interest rate derivative contracts for trading purposes.
Trading activities primarily involve providing various derivative products to customers to assist them in managing
foreign currency exchange risk, interest rate risk and equity price risk and for managing the Corporation’s risks in
certain trading portfolios and as part of its proprietary trading activities. All of these instruments are carried at
market value with realized and unrealized gains and losses included in foreign exchange revenue and other
trading revenue. See Note 28 for a description and table of derivative instruments used for trading activities.

Credit risk
The Corporation’s hedging and trading derivative products are subject to credit risk. The Corporation enters into
netting agreements to reduce credit risk. Netting agreements generally permit the Corporation to net gains and

losses on derivative contracts with the same counterparty. See Note 28 for gross credit risk and the corresponding
netting impact of derivative instruments.

Off-balance-sheet arrangements

Guarantees and indemnities

In the normal course of business, the Corporation offers standby letters of credit and foreign and other guarantees
to customers as well as other guarantees in support of certain joint ventures and subsidiaries.

Standby letters of credit and foreign and other guarantees totaled $1.4 biilion at Dec. 31, 2003, a decrease of

$.5 billion compared with Dec. 31, 2002. Standby letters of credit and foreign and other guarantees are used by
the customer as a credit enhancement and typically expire without being drawn upon. The Corporation generated
$10 million of fee revenue in 2003 related to the letters of credit and foreign guarantees. There is cash flow only
when standby letters of credit are drawn upon. The Corporation believes the market risk associated with these
instruments is minimal. The decreasing trend in standby letters of credit and foreign and other guarantees is a
result of the Corporation’s strategy to reduce credit risk.

Mellon Bank, N.A. and ABN AMRO Bank N.V. entered into a joint venture to provide global securities services,
with operations commencing in January 2003. Each of the two partners signed a statutory declaration under
Dutch law as of Dec. 31, 2002, to be jointly and severally liable with the joint venture to parties that have a
provable contractual debt or damage claim. The benefit of this declaration is potentially available to all creditors
and customers of the joint venture with valid legal claims where the joint venture has defaulted, and totaled




Oft-balance-sheet arrangements (continued)

approximately $19 billion at Dec. 31, 2003 primarily relating to securities lending activity. This amount assumes
that there is no capital or assets of the joint venture to satisfy such claims and that there is no level of contribution
by ABN AMRO Bank N.V.

A securities lending transaction is a fully collateralized transaction in which the owner of a security agrees to lend
the security through an agent (the Corporation) to a borrower, usually a broker/dealer or bank, on an open,
overnight or term basis, under the terms of a prearranged contract, which generally matures in less than 90 days.
The Corporation recorded $69 million of fee revenue from securities lending transactions in 2003. Securities are
lent with and without indemnification against broker default. Custodian securities lent with indemnification
against broker default of return of securities totaled $67.3 billion at Dec. 31, 2003, a $21.5 billion increase
compared with Dec. 31, 2002, reflecting growth in this line of business. Market risk can also arise in securities
lending transactions. These risks are controlled through policies limiting the level of risk that can be undertaken.

For additional information regarding these oft-balance-sheet contracts, as well as other guarantees and
indemnities, see Note 27. '

The Corporation’s primary banking subsidiary, Mellon Bank, N.A. (the Bank) has a referral relationship with
Three Rivers Funding Corp. (TRFC), a special purpose entity that issues commercial paper to make loans secured
by, and to purchase, pools of receivables. TRFC is owned by an independent third party and is not a subsidiary of
either the Bank or the Corporation. At Dec. 31, 2003 it was determined that the Corporation was not the “primary
beneficiary” as defined by FASB Interpretation No. 46, and therefore was not required to consolidate TRFC’s
assets and liabilities into the Corporation’s financial statements. The Bank operates as the referral agent and
refers transactions to TRFC. Loans or other assets are not transferred from the Bank to TRFC. The Bank
provides all administrative services for TRFC and liquidity support for the full amount of the commercial paper
outstanding. The Bank also provides a letter of credit in support of the commercial paper issued. For these
services, the Corporation generated fee revenue which totaled $5 million in 2003. At Dec. 31, 2003, TRFC’s
receivables and commercial paper outstanding each totaled approximately $800 million, compared with

$1.2 billion at Dec. 31, 2002. The letter of credit provided by the Bank in support of TRFC’s commercial paper
totaled $67 million at Dec. 31, 2003, compared with $99 million at Dec. 31, 2002. The Corporation’s maximum
loss exposure related to TRFC is the full amount of the liquidity facility, or approximately $800 million, at

Dec. 31, 2003. For additional information about TRFC, see the TRFC discussion in Note 7.

Retained interests

From time to time, the Corporation will securitize certain loans. The Corporation has retained servicing
responsibilities as well as retained subordinated interests in loan securitizations, specifically, insurance premium
finance loans, automobile loans and home equity lines of credit loans (HELOC). All securitized loans were
removed from the balance sheet upon securitization. The investors and the securitization trusts have no recourse
to the Corporation for failure of debtors to pay when due. The Corporation’s retained interests, which totaled
$46 million at Dec. 31, 2003, are subordinate to investor’s interests. Their value is subject to credit, prepayment
and interest rate risks on the transferred assets. The Corporation generated $31 million of servicing fee revenue
and gains on the securitizations in 2003 primarily from insurance premium finance loans. For fair value,
weighted-average life, cash flows received from and paid to securitized trusts, and risk exposure, see the Loan
securitizations discussion contained in Note 7.
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Contractual obligations

The Corporation is obligated to make future payments according to various contracts. The following table
presents the expected future payments of the contractual obligations aggregated by obligation type.

Contractual obligations at Dec. 31, 2003 Payments due by
(in millions) Total <1 year 1-3 yrs. 3-5 yrs. 5+ yrs.
Long-term debt (a) - 34,064 $205 $ 948 $1,208 $1,703
Junior subordinated debentures (b) 1,031 - - - 1,031
Operating leases (¢/ 1,301 189 326 281 505
Purchase obligations (d) o 270 135 104 24 7
Acquisition obligations (e) 42 , 13 29 - -
Other long-term liabilities () 24 24 - - -
Total $6,732 $566 $1,407 $1,513 $3,246

(a) See Note 14, Notes and debentures (with original maturities over one year), for additional information.

(b) See Note 15, Junior subordinated debentures/trust-preferred securities, for additional information.

(c) See Note 9, Premises and equipment, for additional information.

(d) Purchase obligations are defined as expenditures for purchases of goods or services that ave enforceable and legally
binding and specifies all significant terms. ,

(e) The $42 million of acquisition obligations results from the obligation to pay deferred consideration of 838 million for
the purchase of Standish Mellon and the obligation to purchase the 30% minority interest of Mellon Brascan Asset
Management S.A. (MBAM). For purposes of this table, a purchase price of $4 million was used for the MBAM payment
obligation. See Note 3, Contingent and deferred consideration related to acquisitions, for additional information.

(f) Represents contributions to funded defined benefit pension plans. See Note 24, Employee benefits, for additional
information on the Corporation’s pension plans.

Recent Accounting Pronouncements And Developments

SFAS 132 (revised 2003)

In December 2003, the FASB issued SFAS No. 132 (revised 2003), “Employers’ Disclosures about Pensions and
Other Postretirement Benefits, an amendment of FASB Statements No. 87, 88 and 106.” SFAS No. 132 (revised
2003) revises employers’ disclosures about pension plans and other postretirement benefit plans. It does not
change the measurement or recognition of those plans required by SFAS Nos. 87, 88 and 106. SFAS No. 132
(revised 2003) retains the disclosure requirements contained in SFAS No. 132, which it replaces, but requires
additional disclosures to those in the original Statement 132 about the assets, obligations, cash flows and net
periodic cost of defined benefit plans and other defined postretirement plans. It requires the information be
provided separately for pension plans and other postretirement benefit plans. This Statement is effective for fiscal
years ending after Dec. 15, 2003. See Note 24 for required disclosures.

EITF Issue No. 03-1

In November 2003, the Emerging Issues Task Force reached consensus on EITF Issue No. 03-1, “The Meaning of
Other-Than-Temporary Impairment and Its Application to Certain Investments.” EITF Issue No. 03-1 requires
tabular disclosure of the amount of unrealized losses and the related fair value of investments with unrealized
losses aggregated for each category of investment that is disclosed in accordance with SFAS No. 115. In
addition, it requires sufficient narrative disclosure to allow financial statement users to understand both the
aggregated tabular information and the positive and negative information considered in reaching the conclusion
that the impairments are not other-than-temporary. See Note 6 for required disclosures.




Recent Accounting Pronouncements And Developments (continued)

SFAS No. 150

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with characteristics
of both Liabilities and Equity.” SFAS No. 150 establishes standards for classifying and measuring certain
financial instruments with characteristics of both liabilities and equity. SFAS No. 150 was effective for financial
instruments entered into or modified after May 31, 2003. The Corporation does not expect this Statement to have
a material impact on its results of operations or financial condition.

SFAS No. 149

In April 2003, the FASB issued SFAS No. 149, “Amendment of Statement No. 133 on Derivative Instruments
and Hedging Activities.” Among other things, this Statement requires that contracts with comparable
characteristics be accounted for similarly and clarifies under what circumstances a contract with an initial net
investment meets the characteristics of a derivative. SFAS No. 149 was effective July 1, 2003. The Corporation
does not expect this Statement to have a material impact on its results of operations or financial condition.

FIN 46 and FIN 46 Revised

In January 2003, the FASB issued Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest Entities.”
The application of this Interpretation was immediate for variable interest entities (VIEs) created after Jan. 31,
2003. In December 2003 the FASB issued Interpretation No. 46, Revised December 2003 (FIN 46 Revised),
“Consolidation of Variable Interest Entities.” This Interpretation addresses consolidation by business enterprises
of VIEs. See Note 2 for a further discussion of FIN 46 and FIN 46 Revised. The Corporation will continue to
evaluate the applicability of FIN 46 Revised to TRFC and all other VIEs, including alternative investment funds
for which the Corporation serves as investment manager, so that by March.31, 2004, as required, a determination
can be made as to whether such entities are to be consolidated as of that date. At Dec. 31, 2003, TRFC’s assets
and liabilities totaled approximately $800 million and the Corporation’s alternative investment limited
partnershlps and corporate entities, for which it serves as the investment manager, had combined assets and
liabilities of approx1mate1y $1.9 billion and $900 million, respectively.

Oﬁ’-balance—sheet arrangements and aggregate contractual obligations .

In April 2003, the Securities and Exchange Commission adopted amendments to the rules that require disclosure
of off-balance-sheet arrangements. The amendments require an explanation of off-balance-sheet arrangements in
a separately captioned subsection of “Management’s Discussion and Analysis” and also requires an overview of
certain known contractual obligations in a tabular format. The off-balance-sheet amendment was effective for
fiscal years ending on or after June 15, 2003, and the contractual obligation amendment was effective for fiscal
years ending on or after Dec. 15, 2003. See pages 54 through 56 for required disclosures.

Adoption of new accounting standards

. For a discussion of the adoption of new accounting standards, see Note 2 of the Notes to Financial Statements.
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FOURTH QUARTER 2003 REVIEW

Net income for the fourth quarter of 2003 was $184 million, or $.43 per share, compared with $166 million,
or $.38 per share, in the fourth quarter of 2002. Income from continuing operations totaled $185 million, or
$.43 per share, in the fourth quarter of 2003 compared with $163 million, or $.38 per share, in the fourth
quarter of 2002. Continuing operations before the cumulative effect of a change in accounting principle
returned 20.4% on equity in the fourth quarter of 2003 compared with 19.3% in the fourth quarter of 2002.

Fee revenue totaled 89% of fee and net interest revenue, on a fully taxable equivalent basis, in the fourth
quarter of 2003, compared with 86% in the fourth quarter of 2002. Fee revenue increased to $981 million in
the fourth quarter of 2003 from $892 million in the fourth quarter of 2002 primarily due to an increase in
trust and investment fee revenue, equity investment revenue, cash management fee revenue, foreign
exchange revenue and the positive effect of foreign exchange rates. Trust and investment fee revenue
increased $56 million, or 8%, primarily due to higher performance fees, improved equity markets and higher
institutional trust and custody revenue, which more than offset the Dec. 31, 2002 impact of the formation of
the global custody joint venture ABN AMRO Mellon Global Securities Services B.V., and lower HR&IS
revenue. Assets under management increased 13% in 2003 to $657 billion at Dec. 31, 2003 primarily due to
market appreciation of $63 billion and long-term inflows of $21 billion partially offset by outflows of money
market assets of $9 billion. Gains on the sale of securities totaled $12 million in the fourth quarter of 2003
compared with $31 million in the fourth quarter 2002.

Net interest revenue on a fully taxable equivalent basis of $124 million decreased $25 million compared with
the fourth quarter of 2002. This decrease primarily resulted from the third quarter 2003 change in the
manner in which the Corporation was paid for certain cash management and merchant card services by the
Department of the Treasury, as well as the sales and prepayment of higher coupon mortgage-backed
securities as a result of the lower interest rate environment and continued reduction in large corporate loans.

Operating expense of $843 million in the fourth quarter 2003 increased $11 million, or 1%, compared with
the fourth quarter of 2002, primarily due to higher employee benefits expense for pension benefits, higher
incentive expense and the negative effect of foreign exchange rates. This increase was partially offset by the
impact of the formation of the ABN AMRO Mellon joint venture, which resulted in a $17 million reduction in
operating expense cormpared with the fourth quarter of 2002, as well as a $7 million reduction in severance
expense.

There was no net provision for credit losses in the fourth quarter of 2003, compared with $6 million in the fourth
quarter of 2002. Net credit related losses totaled $3 million in the fourth quarter of 2003 compared with
$4 million in the fourth quarter of 2002.




SELECTED QUARTERLY DATA (unaudited)

Quarter ended

2003 2002
(dollar amounts in millions, Dec. Sept. June March Dec. Sept. June March
except per share amounts) 31 30 30 31 31 30 30 31
Consolidated income statement
Total fee and other revenue $ 981 $ 903 $ 849 $ 838 § 892 $ 846 $ 918 $ 939
Gains on sales of securities 12 18 21 1 31 28 - -
Net interest revenue 120 132 163 154 146 156 152 156
Provision for credit losses - - 3 4 6 2 160 4
Total operating expense 843 832 778 754 832 751 755 768
Income from continuing operations
before income taxes and cumulative ‘
effect of accounting change 270 221 252 245 231 277 155 323
Provision for income taxes 85 68 79 79 68 94 49 12
Income from continuing operations
before cumulative effect of
accounting change 185 153 173 166 163 183 106 211
Cumulative effect of accounting
change, net of tax - - - (7N - - - -
Income from continuing operations 185 153 173 159 163 183 106 21
Income (loss) from discontinued
operations, net of tax (1) 28 2 2 3 8 3 5
Net income $ 184 $ 181 $ 175 $ 161 $ 166 § 191 $ 109 $ 2le6
Basic earnings per share:
Income from continuing operations
before cumulative effect of
accounting change $ 43 $ 37 $ 40 $ 39 $ 38 $ 42 $ 24 § 48
Cumulative effect of accounting
change $ - $ - $ - $ (02) $ - $ - $ - $ -
Continuing operations $ 43 $ .37 $ 40 $ 37 $ 38 $ 4 $ 24 § 48
Discontinued operations $ - $ .06 $ .01 $ - $ - $ .02 § .01 $ .01
Net income $§ 43 $ 43 $ 41 $ 37 § 38 $ 44 § 25 § 49
Diluted earnings per share:
Income from continuing operations
before cumulative effect of
accounting change . $ 43 $ .36 $ 40 $ 38 $ .38 $ 42 § 24 $ 47
Cumulative effect of accounting
change $ - 3 - 3 - $ (0D $ - $ - $ - $ -
Continuing operations $ 43 $ 36 $ 40 $ 37 § .38 $ 42 $ 24 $ 47
Discontinued operations $ - $ .06 $ .01 $ - $ - $ 02 $ .01 $ .01
Net income $ .43 $ 42 $ 41 $ .37 $ 38 $ 44 $§ 25 § 48
Average balances -
continuing operations
Money market investments $ 3,270 $ 3,066 $ 2,765 $ 3,122 $ 2,784 $ 2,344 $ 2,128 $ 2,536
Trading account securities 622 693 761 814 800 738 748 689
Securities 10,532 10,882 11,655 11,740 10,508 10.467 9.982 9.464
Total money market
investments and securities 14,424 14,641 15,181 15,676 14,092 13,549 12,858 12,689
Loans 7,276 7,425 7,915 8,212 9,217 9,836 9,662 9,079
Funds allocated to
discontinued operations - - - - - - 246 474
Total interest-earning assets 21,700 22,066 23,096 23,888 23,309 23,385 22,766 22,242
Total assets 32,504 33,449 34,339 35,250 34,154 34,175 33,398 33,035
Deposits 18,378 19,185 19,067 21,376 20,693 19,924 17,918 17,504
Notes and debentures 4,243 4,234 4,312 4,428 4,284 4,483 4,142 4,040
Trust-preferred securities 991 (a) 999 1,040 1,009 1,006 990 978 973
Total shareholders’ equity 3,603 3,519 3,554 3,412 3,349 3,270 3,350 3,455
Net interest margin (FTE) 2.30% 2.51% 2.97% 2.75% 2.62% 2.77% 2.81% 2.95%
Annualized return on equity (b) 20.4% 17.3% 19.5% 19.7% 19.3% 22.2% 12.6% 24.8%
Annualized return on assets (b) 2.28% 1.84% 2.04% 1.94% 1.92% 2.16% 1.28% 2.62%
- continued -
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SELECTED QUARTERLY DATA (unaudited) (continued)

Quarter ended

2003 2002
(dollar amounts in millions, Dec. Sept. June March Dec. Sept. June March
except per share amounts) 31 30 30 3 31 30 30 31
Common stock data (c)
Market price per share range:
High $ 33.83 $ 33.65 $ 29.08 $28.11 $30.71 S 31.64 $ 3991 $ 40.80
Low 27.70 26.81 20.95 19.89 20.00 2220 29.80 34.44
Average 30.56 30.63 26.17 23.09 27.25 26.77 36.62 38.06
Period end close 3211 30.14 27.75 21.26 26.11 25.93 3143 38.59
Dividends per share .16 14 .14 13 13 12 12 12
Market capitalization (d) 13,712 12,967 11,950 9,173 11,248 11,174 13,677 17,019

(a) Trust-preferred securities were deconsolidated at Dec. 31, 2003. See Note 15 for a further discussion.

(b) Presented on a continuing operations basis excluding the cumulative effect of a change in accounting principle in the first quarter of 2003.
Return on assets, on a continuing operations basis, was calculated excluding both the results and assets of the fixed income trading business
even though the prior period balance sheet was not restated for discontinued operations.

(c) AtDec. 31, 2003, there were 22,351 shareholders registered with the Corporation’s stock transfer agent, compared with 23,020 at year-end
2002 and 23,377 at year-end 2001. In addition, there were approximately 20,643, 21,525 and 19,387 Mellon employees at Dec. 31, 2003,
2002, and 2001, respectively, who participated in the Corporation’s 401(k) Retivement Savings Plan. All shares of Mellon Financial
Corporation common stock held by the plan for its participants arve registered in the name of Mellon Bank, N.A., as trustee.

(d) At period end.

Fourth quarter 2003 compared with the fourth quarter of 2002
See discussion on page 58.
Third quarter of 2003 compared with the third quarter of 2002

Consolidated net income totaled $181 million, or $.42 per share, in the third quarter of 2003, compared with
$191 million, or $.44 per share, in the third quarter of 2002. Third quarter 2003 income from continuing
operations totaled $153 million, or $.36 per share. This total included charges primarily in the Human Resources
& Investor Solutions sector of $50 million pre-tax, which reduced third quarter 2003 earnings from continuing
operations by $.07 per share. The charges included severance of $29 million, software and fixed asset write-
downs of $18 million and other expenses of $3 million. This compares with $183 million, or $.42 per share, in
the third quarter of 2002. Fee revenue increased $57 million in the third quarter of 2003 compared with the third
quarter of 2002 primarily due to iraproved equity investment revenue as well as higher cash management fee
revenue, reflecting a change in the manner in which the Department of the Treasury is paying for cash
management services. Continuing operations returned 17.3% on equity in the third quarter of 2003, compared
with 22.2% in the third quarter of 2002.

Second quarter of 2003 compared with the second quarter of 2002

Consolidated net income totaled $175 million, or $.41 per share, in the second quarter of 2003, compared with
$109 million, or §.25 per share, in the second quarter of 2002. Results for the second quarter of 2002 included a
provision for credit losses of $160 million pretax recorded in large part for credit exposure related to customers
that had been associated with allegations of accounting irregularities. Second quarter 2003 income from
continuing operations totaled $173 million, or $.40 per share, compared with $106 million, or $.24 per share, in
the second quarter of 2002. Fee revenue totaled $849 million in the second quarter of 2003, a decrease of

$69 million compared with the second quarter of 2002 primarily due to lower investment management fee
revenue from market depreciation on equity assets under management and net outflows as well as lower HR&IS
fee revenue. Continuing operations returned 19.5% on equity in the second quarter of 2003, compared with
12.6% in the second quarter of 2002. The return in the second quarter of 2002 was negatively impacted by the
$160 million provision for credit losses discussed above.




SELECTED QUARTERLY DATA (unaudited) (continued)

First quarter of 2003 compared with the first quarter of 2002

Consolidated net income totaled $164 million, or $.37 per share, in the first quarter of 2003, and included a
charge for the cumulative effect of a change in accounting principle of $7 million after-tax, or $.01 per share.
This charge is discussed further in Note 2. This compares with net income of $216 million, or $.48 per share, in
the first quarter of 2002. First quarter 2003 income from continuing operations, before the cumulative effect of a
change in accounting principle, totaled $166 million, or $.38 per share, compared with $211 million, or $.47 per
share in the first quarter.of 2002. Results in the first. quarter of 2003 compared to the first quarter of 2002 were
negatively impacted by a $101 million reduction in fee revenue primarily from lower investment management fee
revenue due to lower performance fees and market depreciation on equity assets under management as well as
lower HR&IS fee revenue. Continuing operations, before the cumulative effect of a change in accounting
principle, returned 19.7% on equity in the first quarter of 2003, compared with 24.8% in the first quarter of 2002.

CRITICAL ACCOUNTING POLICIES

Note 1 includes the Corporation’s significant accounting policies. Certain of these policies are considered to be
critical to the presentation of the Corporation’s financial statements, since they require management to make
numerous complex and subjective estimates and assumptions relating to amounts which are inherently uncertain.
These policies, which were reviewed with the Audit Committee of the Board of Directors, include accounting
policies related to valuing venture capital investments; establishing the reserve for credit exposure, and
accounting for pensions. In addition to the discussions in-Note 1, the accounting policies for venture capital
investments and the reserve for credit exposure are discussed further below. Also discussed below is the expected
net periodic pension expense for 2004 and its sensitivity to changes in assumptions. For a discussion of the
Corporation’s accounting policies relating to pensions, see pages 105 and 106.

Venture capital investments

The carrying value of all investments represents their current estimated fair value, with changes in fair value
recognized in equity investment revenue in noninterest revenue. Direct investments include both equity and
mezzanine investments. Direct mezzanine investments in the form of subordinated debt of $48 million are
included in loans on the balance sheet, while equity investments are included in other assets. Indirect investments
in private equity funds are included in other assets. '

Each quarter, a complete review of the fair value of each direct venture capital investment is performed and its
risk rating of “superior,” “meets expectations,” “below expectations,” “declining” or “new investment not yet
rateable,” is updated. The fair value of direct investments in public companies is estimated using a valuation
methodology based on the stocks’ publicly quoted prices. Due to the volatility of equity markets, volume of
trading compared to the Corporation’s holdings, economic and other factors, the amounts ultimately realized from
the liquidation of an investment may vary greatly. The fair value of direct investments in privately owned
companies is estimated by management by evaluating several factors and utilizing available information, which
includes market comparables, current and subsequent financings, willingness of co-investors or others to provide
financial support, sustainable economic performance and growth, product marketability, scalability, actual
performarice versus business plans and the effectiveness of the portfolio company’s management team in
implementing its business plan and its ability to adapt to a changing marketplace. In addition, external factors
such as the overall economy, competitors and the sector in which the company operates are considered. The
analysis of these and any other relevant factors requires significant judgment on the part of management, and
certain of the information that would be useful in analysis may be limited.
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CRITICAL ACCOUNTING POLICIES (continued)

General partners of private equity funds generally use fair value assessment practices that -are similar to those used
by the Corporation as well as judgment in assessing the fair value of equity investments. As part of its quarterly
review of the fair values reported by the fund’s general partner, the Corporation’s management assesses the fund
manager’s ability to provide ongoing support and guidance to its portfolio companies as well as its ability to
perform an effective assessment of the fair value of its fund’s portfolio of investments. Since most of the
Corporation’s indirect investments in private equity funds represent only a small limited partnership percentage
ownership in the individual private equity funds, access to detailed information on individual fund portfolio
investments is limited. Valuation estimates provided by the fund managers are reviewed and analyzed with
available measurement data. Also, investments in private equity funds are regarded as long-term investments that
are subject to substantial restrictions on transferability.

All direct investment valuations are reviewed by the Mellon Ventures Board of Directors quarterly and indirect
investment valuations are reviewed semi-annually. Adjustments of the carrying values and the fair value
determination process are also audited by the Corporation’s Audit and Risk Review Department and reviewed
quarterly with the Audit Committee of the Board of Directors.

In summary, management’s quarterly estimates of fair values are based on several factors including: available
information about companies; current economic conditions; willingness of co-investors or others to provide
financial support; available market comparables; product marketability; scalability; legal restrictions;
effectiveness of the companies’ management teams; actual performance versus business plans; and other factors.
The fair value estimates could differ significantly among parties using different assumptions or judgments.
Accordingly, the fair value estimates may not necessarily represent amounts that will ultimately be realized.

Provision and reserve for credit exposure

The Corporation’s banking subsidiaries maintain a reserve for loan losses that is intended to adjust the value of
their loans for inherent credit losses. The banking subsidiaries also maintain a reserve for unfunded
commitments, namely loan commitments, letters of credit and bankers acceptances, that is reported as a liability
on the Corporation’s consolidated balance sheet. Provision to expense is recorded for each reserve. Transfers
between the reserves can occur in conjunction with funding a loan and thereby decreasing unfunded commitments
or conversely repaying a loan and thereby increasing unfunded commitments. The level of the reserve for
unfunded commitments is determined following a methodology similar to that used for the reserve for loan losses.
The Corporation refers to the combined balance of the reserve for loan losses and the reserve for unfunded
commitments as the “reserve for credit exposure.”

The reserve for credit exposure is maintained at a level that, in management’s judgment, is sufficient to absorb
losses inherent in both the loan portfolio and in unfunded commitments as of the balance sheet date. The reserve
is not specifically associated with individual loans or portfolio segments and is therefore available to absorb credit
losses arising from any portfolio segment. Management reviews the-appropriateness of each reserve at least
quarterly and has developed a methodology designed to provide a procedural discipline in assessing the
appropriateness of the reserves.

Management’s estimate of each reserve component is based on certain observable data that management believes
are the most reflective of the underlying credit losses being estimated. Changes in the amount of each component
are directionally consistent with changes in the observable data and accompanying analysis.

A key element of the methodology for determining the level of the reserve for credit exposure is the Corporation's
credit risk evaluation process, which assigns a numerical risk rating to substantially all extensions of credit in its
commercial, real estate, and international portfolios. The Customer Risk Rating evaluates a borrower's expected
ability to meet its obligations, through analysis of its financial statements and projections, cash flow,
management, and other customer risk factors. The Facility Risk Rating defines the risk of a specific credit facility
by overlaying the Customer Risk Rating with an analysis of factors such as loan structure and collateral.




CRITICAL ACCOUNTING POLICIES (continued)

In accordance with SFAS No. 5, “Accounting for Contingencies,” management provides a base reserve for
commercial facilities which are not impaired. Base rates are used to calculate the base reserve requirements for
the portfolio utilizing an internal category credit risk rating system to define pools of similar risk, and apply an
appropriate estimate of inherent losses to asset totals in each pool. These rates are compared with the results of
annual studies that are conducted to calculate actual historical loss experience and adjusted if appropriate. Base
reserve rates increase accompanyingly with credit risk, as measured by the numerical ratings, in order to reflect
the higher expected loss experience for each of these similarly risk-rated pools. Separate base rates are applied to
certain types of collateralized facilities to reflect lower loss experience. Base rates are applied to all non-impaired
commercial loan balances.

In accordance with SFAS No. 114, “Accounting by Creditors for Impairment of a Loan,” any required impairment
reserves are included in the reserve for loan losses. Using the Corporation’s credit risk classification criteria, loan
impairment on specific loans, for which principal and interest is not expected to be collected when contractually
due, is measured based on observable market prices, the present value of expected future cash flows discounted at
the loan’s effective interest rate, or the fair value of the collateral if the loan is collateral dependent with
consideration being given to the Corporation’s collection strategy. There are no base reserves carried on loans
classified as impaired.

The methodology for determining the reserve for unfunded commitments parallels the reserve for loan losses.
The Corporation incorporates an estimate of probability of drawdown, correlated to the credit risk rating of the
commitment. An estimate of the probability of drawdown is applied to the commitment amount and then the base
rates used for outstanding loans of the same credit risk rating are applied.

In addition, management maintains an unallocated reserve against losses inherent in the portfolio, which have not
yet been specifically identified in the Corporation’s credit risk rating process, and thus not yet reflected in the
base and impairment reserves. This can be due to delays in obtaining information regarding borrower or industry
developments, or difficulty in immediately identifying increases in risk factors. Given ongoing changes in
portfolio volume, composition, and concentrations, the historical loss experience used to establish the inherent
loss estimates may not be perfectly applicable to the current portfolio. Due to the dynamic nature of these
conditions, management continually reviews and revises collectibility assumptions and reserve levels.

The Corporation’s reserve for credit exposure is solely an estimate based on management’s judgment. Due to the
significance of management’s judgment used to calculate the Corporation’s reserves, actual losses incurred could
be higher or lower than the estimated reserves. When losses on specific loans or commitments are identified,
management charges off the portion deemed uncollectible. For purposes of illustrating the potential sensitivity to
changes in credit risk ratings of loans and unfunded commitments, the Corporation modeled the estimated level of
the reserve for credit exposure assuming that credit risk ratings both improved by one grade and deteriorated by
one grade for 25% of the loan balances in each risk rating category. This modeling resulted in a revised estimated
reserve for credit exposure of approximately $158 million and $224 million, respectively, compared with the
actual reserve of $178 million, discussed on pages 44 and 45.

Net periodic pension cost and its sensitivities fo changes in assumptions

The Corporation follows SFAS No. 87, “Employers’ Accounting for Pensions,” to calculate and record its net
periodic benefit cost (credit) for pensions. The net periodic benefit cost (credit) is based primarily on three
assumptions: the discount rate for plan liabilities; the expected return on plan assets; and the rate of compensation
increase. Pre-tax net credits of $28 million in 2003, $97 million in 2002 and $120 million in 2001 were recorded
for all funded and unfunded pension plans. A net periodic pension benefit cost of approximately $10 million pre-
tax is expected to be recorded for the year 2004, assuming current currency exchange rates. The assumptions
used to calculate the estimated net periodic benefit cost for 2004 and its estimated sensitivities to a 50 bp change
in assumptions are as follows: '
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CRITICAL ACCOUNTING POLICIES (continued)

Net periodic benefit cost A Estimated sensitivities to a 50 bp
increase or decrease in assumed rates
(dollar amounts in millions) Assumptions for 2004 Increase (a) Decrease (a)
Discount rate 6.25% $(15) $15
Expected retum on assets . 8350% $09 $9
Rate of compensation increase 3.25% $ 6 $(6)

{a) Bracketed amounts indicate a reduction in the pension cost.

CAUTIONARY STATEMENT

This Financial Annual Report contains and incorporates by reference statements relating to future results of the
Corporation that are considered “forward-looking statements.” These statements, which may be expressed in a
variety of ways, including the use of future or present tense language, relate to, among other things: long-term
financial goals; the Corporation’s business model; possible reductions in net interest revenue and levels of
quarterly net interest income; the impact on investment management fees of changes in the Standard & Poor’s 500
Index; potential future venture capital losses, possible changes in the value of the portfolio and amounts that may
be realized; changes in other revenue and related operating expenses and income before taxes; the intention to
reduce credit availability to the corporate and institutional marketplace; expected stock option expense; planned
reduction of positions and utilization of the severance accrual; expected elimination of the net pension credit, net
periodic pension benefit cost in 2004, cash contributions to defined benefit funded pension plans in 2004 and
estimated sensitivities to changes in assumptions; expected expense savings; intentions as to capital ratios of the
Corporation and its banking subsidiaries and maintaining a minimum tangible shareholders’ equity to assets ratio;
uses of internal capital generation; the potential for losses from external factors; repayment of a loan to a utility
company; credit exposure reserve appropriateness; the Corporation’s liquidity management and interest rate risk
management objectives; maturities of debt; simulation of changes in interest rates; the value-at-risk for trading
activities; market risk associated with loan commitments, letters of credit and foreign and other guarantees;
possible losses related to Three Rivers Funding Corp.; expected future payments of contractual obligations; the
effects of recent accounting changes; annual occupancy expense; the fair value of guarantee obligations; amounts
of contingent and deferred consideration payable for acquisitions; expected maturities of securities; collection of
principal and interest on temporarily impaired securities; the values of retained interests; the impact of FASB
Interpretation No. 46 (Revised); amounts of rental payments; expected amortization expense; realization of
deferred tax assets; the accumulated benefit obligation of defined benefit plans; expected long-term rates of
return; post retirement benefit costs; the impact of the recent Medicare Prescription Drug, Improvement and
Modernization Act; litigation resuits; the estimated fair value of financial instruments; and statements concerning
off-balance sheet arrangements.

These forward-looking statements, and other forward-looking statements contained in other public disclosures of
the Corporation which make reference to the cautionary factors contained in this Report, are based on
assumptions that involve risks and uncertainties and that are subject to change based on various important factors
(some of which are beyond the Corporation’s control). Actual results may differ materially from those expressed
or implied as a result of these risks and uncertainties, including, but not limited to:

Changes in political and economic conditions. Changes in political and economic conditions can affect the
Corporation's opportunities to sell its products and services. If conditions cause customers to become more
cautious, the Corporation's revenues could be adversely affected. Conversely, the Corporation will likely have
greater opportunities during periods of economic growth and political optimism. These same factors can similarly
affect companies in the Corporation’s venture capital investment portfolio.




CAUTIONARY STATEMENT (continued)

Relevant benchmaik to estimate future changes in investment management fees. This report presents estimates as
to the effect sustained changes in the Standard & Poor’s 500 Index would have on the Corporation’s investment
management fees. The S&P 500 Index was chosen for purposes of such estimates because it is a widely
recognized measure and the Corporation has been able to establish a degree of correlation between the index and
the Corporation’s investment management fees over prior periods. While the Corporation believes this index is
the best industry benchmark for purposes of these estimates, the diversity of the Corporation’s equity assets under
management is such that the Corporation’s current and future equity asset mix will not be fully reflected in this or
any other similar industry measure. Accordingly, the actual impact on investment management fees from a
change in the S&P 500 Index may vary from the Corporation’s estimates.

Equity and fixed-income market fluctuations. As price levels in the equity and fixed-income markets increase or
decrease, the Corporation's opportunities to sell its products and services, to invest and to manage financial-assets
may change. Because certain of the Corporation's fee revenue is based on the value of assets under management
or custody, fluctuations in market valuations will affect revenue. :

Changes in the mix of assets under management. Because management fees can vary by asset class, revenues can
be affected by the types of assets that at a given time are most attractive to customers.

The effects of the adoption of new accounting standards. The adoption of new accounting standards could affect
the Corporation's income statement, balance sheet, statement of cash flows or statement of changes in
shareholders’ equity. New standards could cause reported amounts to increase or decrease or impact the
comparability of current and prior period results.

Corporate and personal customers' bankruptcies. An increase in corporate and personal customers' bankruptcies
can require higher credit loss provisions and higher charges against the reserve for credit exposure negatively
impacting net income and various capital ratios.

Operational risk. Operational risk is-the risk of (direct or indirect) loss resulting from inadequate or failed
internal processes, people and systems, or from external events. It is the potential for loss that arises from

problems with operating processes, human error or omission, breaches in internal controls, fraud or unforeseen
catastrophes.

Inflation. Inflation, disinflation or deflation can impact a variety of economic measures and market values that
are important to the Corporation's financial performance including interest rates, equity and fixed-income market
values, the Corporation's expense levels and prices for the Corporation's products and services.

Levels of tax-free income.  The level of the Corporation's tax- exempt income can affect the Corporation's effective
tax rate. : :

Technological change. Technology is a very important component of many of the Corporation’s products and
services as well as being critically important to the Corporation's internal operating processes. A faster rate of
technological change can require the Corporation to invest more in technology to remain competitive and thus
lead to higher expenses. On the other hand, technological change creates the opportunity for product
differentiation and higher revenues as well as reduced costs. There is a risk to the Corporation if its competitors
are able to use technology to develop more marketable products and/or services at lower prices than the
Corporation can offer.

Success in the timely development of new products and services. The Corporation operates in a highly
competitive environment in-all of the markets it serves. The timely development of new products and services
can represent a competitive advantage leading to mcreased revenues while the inability to do so can have the
opposite effect.
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CAUTIONARY STATEMENT (continued)

Competitive product and pricing pressures within the Corporation's markets. Competitive product and pricing
pressures can affect the Corporation's ability to sell its products and services and can impact the prices the
Corporation 1s able to charge. Demand for the Corporation's products and services, price levels and activities of
competitors will affect the Corporation’s revenues.

Customer spending and saving habits. The Corporation benefits from the savings of customers that are invested
in mutual funds, defined contribution plans and other products offered or serviced by the Corporation. Changes
in the rate of savings or preferred investment styles may affect the Corporation's revenues.

Interest rate fluctuations. Interest rate fluctuations, the levels of market interest rates, the shape of the yield
curve, the direction of interest rate changes and fluctuations in the interest rate spreads between different fixed
income investments can affect the Corporation's cost of funds, its net interest revenue and any other revenue that
has a sensitivity to interest rates. Interest rate fluctuations can also impact the demand for different investment
products offered by the Corporation. In general, the Corporation attempts to mitigate the effects of either
significant increases or decreases in interest rates on its income statement.

Monetary fluctuations. Changes in monetary and credit conditions and their effect on the economy and the
financial markets may impact the Corporation in a variety of ways.

Currency rate fluctuations. The Corporation sells its products and services in a number of countries throughout
the world and, as a result, is exposed to movements in foreign currency exchange rates. The Corporation enters

into various derivative transactions in accordance with the Corporation’s policies, to offset to the extent possible
the impact of the rate fluctuations.

Acquisitions_and integrations of acquired businesses. Acquisitions of businesses or lines of business are an active
part of the Corporation's business strategy and use of excess capital. Any acquisition presents execution risk.
There can be no assurance that the operational or financial performance of an acquired business will be as
expected, that any desired synergies will occur or that an acquired business will be successfully assimilated into
the Corporation.

Changes in [aw. The Corporation operates in a highly regulated environment, both within and outside the United
States. Many laws and many regulatory agencies, both domestic and foreign, impact its operations. Changes in
law could affect the competitive environment in which the Corporation operates, broaden or narrow the scope of
permitted activities of it and its competitors, facilitate or retard consolidation, impose higher costs or operating
burdens and challenge the Corporation to adapt quickly and effectively to such changes.

Changes in fiscal, monetary, regulatory, trade and tax polices and laws. Changes in these policies and laws
could affect the products and services the Corporation offers and therefore its revenues, as well as impose
additional costs and expenses, such as higher taxes. Also, any significant changes will challenge the Corporation
to adapt quickly and effectively.

Success in gaining regulatory approvals when required. The Corporation operates in a highly regulated
environment, both within and outside the United States. If regulatory approval is required for an activity, product,
service, acquisition or disposition and approval cannot be obtained on a timely basis, the Corporation could miss
the opportunity and the particular benefits it presented.

The uncertainties inherent in the litigation process. At any given time, the Corporation is subject to various
pending and threatened legal actions and proceedings. The Corporation evaluates the risks of these actions and
proceedings within the context of current judicial decisions and legislative and regulatory interpretations. A trier
of fact, either a judge or jury, could decide a case contrary to the Corporation's evaluation of the relevant facts or
law, and a court or regulatory agency could act to change existing law on a particular issue.




CAUTIONARY STATEMENT (continued)

The effects of recent and any further terrorist acts and the results of the war on terrorism. Terrorist acts could
have a significant impact on economic activity and could cause the Corporation's customers not to purchase, or
delay purchasing, the Corporation's products and services. In addition, the Corporation has in place business
continuity and disaster recovery plans. Terrorists acts could, however, cause damage to the Corporation's
facilities or could cause delays or disruptions to its operations. The Corporation's vendors and counterparties
could be similarly affected, ‘

as well as other risks and uncertainties detailed elsewhere or incorporated by reference in this Financial Annual
Report and in subsequent reports filed by the Corporation with the Securities and Exchange Commission pursuant
to the Securities Exchange Act of 1934. All statements speak only as of the date on which such statements are
made, and the Corporation undertakes no obligation to update any statement to reflect events or circumstances
after the date on which such statement is made or to reflect the occurrence of unanticipated events.
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CONSOLIDATED INCOME STATEMENT

Mellon Financial Corporation (and its subsidiaries)

Year ended Dec. 31,

(in millions, except per share amounts) 2003 2002 2001
Noninterest revenue Trust and investment fee revenue: :
Investment management $1,413 $1,414 $1,375
Human resources & investor solutions 944 1,020 691
Institutional trust and custody 471 479 392
Securities lending revenue 69 75 97
Total trust and investment fee revenue 2,897 2,988 2,555
Cash management revenue (a) 309 273 225
Foreign exchange revenue 147 146 171
Other trading revenue 14 10 17
Financing-related revenue 141 147 97
Equity investment revenue (6) (28) (380)
Other revenue (a) 69 59 56
Total fee and other revenue 3,571 3,595 2,741
Gains on sales of securities 62 59 -
Total noninterest revenue 3,633 3,654 2,741
Net interest revenue Interest revenue 917 1,056 1,397
Interest expense 348 446 823
Net interest revenue 569 610 574
Provision for credit losses 7 172 4
Net interest revenue after provision for credit losses 562 438 578
Operating expense Staff expense 1,962 1,850 1,537
Professional, legal and other purchased services 425 386 346
Net occupancy expense 265 246 219
Equipment expense 232 221 157
Business development 108 131 117
Communications expense 106 110 95
Amortizaticn of goodwil} - - 73
Amortization of other intangible assets 19 15 7
Other expense 150 147 94
Total operating expense 3,207 3,106 2,645
Income Income from continuing operations before income taxes
and cumulative effect of accounting change 988 986 674
Provision for income taxes 31 323 239
Income from continuing operations before cumulative
effect of accounting change 677 663 435
Cumulative effect of accounting change, net of tax 7 - -
Income from continuing operations 670 663 435
Discontinued operations:
Income (loss) from operations, net of tax (1) 7 113
Net gain on disposals, net of tax 32 12 770
Income from discontinued operations (net of
tax (credit) expense of $(14), $11 and $502) 31 19 883
Net income $ 701 $ 682 $1,318

-continued-




CONSOLIDATED INCOME STATEMENT (continued)

Mellon Financial Corporation (and its subsidiaries)

Year ended Dec. 31,

(share amounts in thousands) 2003 2002 2001
Earnings per Basic:
share (b) Income from continuing operations before cumulative
effect of accounting change $ 1.59 $ 1.52 $ 92
Cumulative effect of accounting change (.02) - -
Continuing operations $ 1.57 $ 152 $ 92
Discontinued operations $ .07 5 .04 $1.87
Net income $ 1.64 $ 1.56 $ 279
Diluted:
Income from continuing operations before cumulative
effect of accounting change $ 1.57 $ 1.51 $ 91
Cumulative effect of accounting change (.01) - -
Continuing operations $ 1.56 $ 1.51 5 9
Discontinued operations 3 .07 3 .04 $ 185
Net income $ 1.63 $ 1.55 3276
Shares Basic average shares outstanding 426,182 436,253 472,684
outstanding Common stock equivalents (¢) 4,536 2,936 5,028
Diluted average shares outstanding 430,718 439,189 477,712

(a) In the fourth quarter of 2003, merchant card fee revenue was reclassified from cash management revenue to other revenue.
Merchant card revenue totaled 837 million, $12 million and 314 million in 2003, 2002 and 2001, respectively. Prior period
amounts have been reclassified.

(b) Calculated based on unrounded numbers. _ :

(c) Options to purchase 26,972 and 21,919 and 3,905 shares of common stock were not included in the computation of diluted
earnings per common share because the options’ exercise prices were greater than the average market prices of the common
shares for 2003, 2002 and 2001, respectively.

See accompanying Notes to Financial Statements.
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CONSOLIDATED BALANCE SHEET

Mellon Financial Corporation (and its subsidiaries)

Dec. 31,
(dollar amounts in millions) 2003 2002
Assets Cash and due from banks $ 2,602 $ 2,728
Interest-bearing deposits with banks 2,775 1,770
Federal funds sold and securities under resale agreements 703 2,229
Other money market investments 216 161
Trading account securities 266 792
Securities available for sale 10,6990 11,054
Investment securities (approximate fair value of $308 and $548) 297 527
Loans, net of unearned discount of $30 and $37 7,467 8,438
Reserve for loan losses (103) (127}
Net loans 7,364 8,311
Premises and equipment ‘ 668 704
Goodwill . 2,194 2,065
Other intangibles 100 114
Assets of discontinued operations 187 -
Other assets 5,921 5,776
Total assets $33,983 $36,231
Liabilities Noninterest-bearing deposits in domestic offices $ 6,054 $11,074
Interest-bearing deposits in domestic offices 9,355 7,709
Interest-bearing deposits in foreign offices 5,434 3,874
Total deposits 20,843 22,657
Federal funds purchased and securities under
repurchase agreements 754 733
Term federal funds purchased 146 208
Commercial paper 10 9
U.S. Treasury tax and loan demand notes 6 6
Other funds borrowed 168 613
Reserve for unfunded commitments 75 52
Other liabilities 2,861 3,017
Notes and debentures (with original maturities over one year) 4,209 4,493
Junior subordinated deferrable interest debentures held by trusts
that issued guaranteed capital debt securities (a) 1,057 -
Guaranteed preferred beneficial interests in capital debt securities
issued by consolidated trusts (a) - 1,048
Liabilities of discontinued operations 152 -
Total liabilities 30,281 32,836
Shareholders’ Common stock--$.50 par value
equity Authorized--800,000,000 shares
Issued 588,661,920 shares 294 294
Additional paid-in capital 1,901 1,886
Retained earnings 5,934 5,514
Accumulated unrealized gain, net of tax 26 41
Treasury stock of 161,629,563 and 157,880,343 shares, at cost (4,453) (4,340)
Total shareholders’ equity 3,702 3,395
Total liabilities and shareholders’ equity $33,983 $36,231
(a) Trust-preferred securities were deconsolidated at Dec. 31, 2003. See Note 15 for a further
discussion.

See accompanying Notes to Financial Statements.




CONSOLIDATED STATEMENT OF CASH FLOWS

Mellon Financial Corporation (and its subsidiaries)

Year ended Dec. 31,

(in millions) 2003 2002 2001
Cash flows from Net income $ 701 § 682 $ 1,318
operating activities Income from discontinued operations 31 19 883
Net income from continuing operations 670 663 435
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Cumulative effect of accounting change 7 - -
Amortization of goodwill and other intangible assets 19 15 80
Depreciation and other amortization 147 136 98
Deferred income tax (benefit) expense 155 (43) (98)
Provision for credit losses 7 172 4
Net gains on sales of securities (62) (59 -
Pension credit (28) 97) (120)
Net gains on dispositions of acquired property - () a3
Net (increase) decrease in accrued interest receivable 12 11 16
Net (increase) decrease in receivables (75) (79 9
Net (increase) decrease in trading account securities 14 57 (1)
Net increase (decrease) in accrued interest payable, net
of amounts prepaid @n 10 (18)
Net increase (decrease) in accounts payable (71) 43 19
Net increase (decrease) in incentives and bonuses payable 28 27 -
Net increase (decrease) from other operating activities - (150) 1,163
Net cash provided by continuing operations 802 705 1,578
Net effect of discontinued operations (14) (603) 2,399
Net cash provided by (used in) operating activities 788 102 3,977
Cash flows from Net (increase) decrease in term deposits and other money
investing activities market investments (1,060) 2,334 (2,173)
Net (increase) decrease in federal funds sold and securities
under resale agreements 1,526 (1,303) 891
Purchases of securities available for sale (14,309) (14,795) (34,635)
Proceeds from sales of securities available for sale 2,200 3,322 1,144
Proceeds from maturities of securities available for sale 12,422 9,341 32,854
Purchases of investment securities ¢)] 4 (15)
Proceeds from maturities of investment securities 236 243 266
Net principal (advances) repayments of loans to customers 681 (1,195) 134
Loan portfolio purchases (116) 2n -
Proceeds from sales and securitizations of loan portfolios 389 1,182 1,292
Purchases of premises and equipment (133) (209) (167)
Net cash disbursed in purchase of Unifi Network - {285) -
Net cash disbursed in purchase of HBV Capital Management - (19) -
Net cash disbursed in purchase of remaining 5% (2002) and
20% (2001) interest in Newton Management Limited - (54) (184)
Net cash disbursed in purchase of Henderson Private Asset
Management Business (13) (23) -
Net cash disbursed in purchase of Standish, Ayer & Wood (13) - (160)
Net cash disbursed in purchase of Eagle Investment
Systems - - 47
Net cash disbursed in purchase of Van Deventer & Hoch - - (13)
Net cash disbursed in other acquisitions N (3 -
Net decrease from other investing activities (203) (260) (143)
Net cash provided by (used in) investing activities 1,591 (1,777) (956)

71

-continued-



CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

Mellon Financial Corporation (and its subsidiaries)

Year ended Dec. 31,

(in millions) 2003 2002 2001
Cash flows from Net increase (decrease) in deposits (1,814) 1,542 (381)
financing activities Net increase (decrease) in federal funds purchased and ‘
securities under repurchase agreements 21 (92) (246)
Net increase (decrease) in other funds borrowed 46 (i22) (94)
Net increase (decrease) in U.S. treasury tax and loan demand
notes - (100) (346)
Net increase (decrease) in term federal funds purchased (62) 161 16
Net increase (decrease) in commercial paper 1 1 (108)
Repayments of longer-term debt (603) (409) (224)
Net proceeds from issuance of longer-term debt 357 693 647
Dividends paid on common stock (243) (213) (388)
Proceeds from issuance of common stock 40 51 77
Repurchasz of common stock (257) (698) (2,013)
Net cash provided by (used in) financing activities 2,514) 1,214 (3,060)
Effect of foreign currency exchange rates 9 12 (2)
Change in cash and Net decrease in cash and due from banks (126) (449) 41
due from banks Cash and due from banks at beginning of vear 2,728 3177 3218
Cash and due from banks at end of year $2,602 $2,728 $3.177
Supplemental Interest paid $ 369 $ 436 § 841
disclosures Net income taxes paid (a) 250 863 521

(a) Includes discontinued operations.
See accompanying Notes to Financial Statements.




CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

Mellon Financial Corporation (and its subsidiaries)

Accumulated Total

Additional unrealized share-

Common paid-in  Retained gain (loss), Treasury  holders’

(in millions) stock capital  earnings net of tax stock equity

Balance at Dec. 31, 2000 $294 - $1,837 $4,270 $ (38) $(2,211) $4,152
Comprehensive results: )

Net income - - 1,318 - - 1,318

Other comprehénsive results, net of tax - - - 68 < 68

Reclassification adjustment ' - - - - - -
Total comprehensive results - - 1,318 68 - 1,386
Dividends on common stock

at $0.82 per share - - (388) - - (388)
Repurchase of common stock - - - - (2,013) (2,013)
Common stock issued under the 401(k)

Retirement Savings Plan - - #)) - 26 24
Exercise of stock options - 32 92) - 156 96
Common stock issued under the Employee

Stock Purchase Plan - - (€)) - 20 16
Common stock issued under Direct Stock

Purchase and Dividend Reinvestment Plan - - 1) - 18 17
Common stock issued in connection with

the Eagle Investment Systems acquisition - - - - 164 164
Other . . - 1 (14) - 41 28
Balance at Dec. 31, 2001, $294 $1,870 $5,087 $ 30 $(3,799) $3,482
Comprehensive results;

Net income - - 682 - - 682

Other comprehensive results, net of tax - - - 36 - 36
Reclassification adjustment - - - (25) - (25)

Total comprehensive results - - 682 1t - 693
Dividends on common stock

at $0.49 per share - - (213) - - (213)
Repurchase of common stock = - - - (698) (698)
Common stock issued under the 401(k)

Retirement Savings Plan - 1 e8] - 33 33
Exercise of stock options - 14 (26) - 45 33
Common stock issued under the Employee Stock ‘ :

Purchase Plan . - - G)] - 27 23
Common stock issued under Direct Stock |

Purchase and Dividend Reinvestment Plan - - - - 10 10
Other - 1 (1n - 42 32
Balance at Dec. 31, 2002 $294 $1,886 - $5,514 $ 41 $(4,340) $ 3,395

Comprehensive results:

Net income - - 701 - - 701

Other comprehensive results, net of tax - - - 44 - 44

Reclassification adjustment - - - (59) - (59)
Total comprehensive results - - 701 1% - 686
Dividends on common stock

at $0.57 per share - - (243) - - (243)
Repurchase of common stock - - - - (257) 257
Common stock issued under the 401(k)

Retirement Savings Plan - 1 (1) - 36 36
Exercise of stock options - 13 (18) - 38 33
Common stock issued under the Employee Stock

Purchase Plan ) - - Q) - 12 11
Common stock issued under Direct Stock

Purchase and Dividend Reinvestment Plan - - 1 - 11 10
Common stock issued in connection with The

Arden Group, Inc. acquisition - 1 - - 10 11
Other - - a7n - 37 20
Balance at Dec. 31, 2003 " 8294 $1,901 $5,934 $ 26 $(4,453) $3,702

See accompanying Notes to Financial Statements.
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NOTES TO FINANCIAL STATEMENTS

1. Accounting policies
Basis of presentation

The accounting and financial reporting policies of Mellon Financial Corporation (the Corporation), a global
financial services company, conform to U.S. generally accepted accounting principles (GAAP) and prevailing
industry practices. The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of certain assets and liabilities and the disclosure of contingent assets
and liabilities and the reported amounts of related revenue and expense. Actual results could differ from these
estiumates.

The consolidated financial statements of the Corporation include the accounts of the Corporation and its majority-
owned subsidiaries. Investments, other than venture capital, in companies 20% to 50% owned are carried on the
equity basis. The Corporation’s share of earnings of nonconsolidated equity investments are reflected in
noninterest revenue as equity investment or trust and investment fee revenue, as appropriate, in the period earned.
Investments, other than venture capital, in companies less than 20% owned are carried at cost. Intracorporate
balances and transactions are not reflected in the consolidated financial statements.

The income statement and balance sheet include results of acquired businesses, accounted for under the purchase
method of accounting pursuant to SFAS No. 141 “Business Combinations,” and equity investments from the dates
of acquisition. The Corporation records any contingent purchase payments when the amounts are resolved and
become payable.

The Parent Corporation financial statements in Note 31 include: the accounts of the Corporation; those of a
wholly owned financing subsidiary that functions as a financing entity for the Corporation and its subsidiaries by
issuing commercial paper and other debt guaranteed by the Corporation; and MIPA, LLC, a single member
company, created to hold and administer corporate owned life insurance. Financial data for the Corporation, the
financing subsidiary and the single member company are combined for financial reporting purposes because of
the limited function of these entities and the unconditional guarantee by the Corporation of their obligations.

The Corporation considers the underlying facts and circumstances of individual transactions when assessing the
appropriateness of consolidating a variable interest entity (VIE). The Corporation’s assessment focuses on its
ability to influence or control a VIE as well as the dispersion of risk and rewards attributable to a VIE. In cases
where the Corporation transfers financial assets to a VIE, the VIE must represent a qualifying special purpose
entity (QSPE) or the Corporation would continue to consolidate the transferred financial assets. QSPE status is
achieved when all conditions specified in SFAS No. 140, “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities,” are met. Those conditions focus on whether the entity is
demonstrably distinet from the Corporation, limited to only permitted activities, limited on what assets the QSPE
may hold, and limited on sales or other dispositions of assets. The Corporation also obtains the required true-sale
opinions from outside counsel on all securitizations. The Corporation has determined that all of its securitization
trusts are QSPEs.

Nature of operations

The Corporation is a global financial services company providing a broad range of financial products and services
in domestic and selected international markets. Through its six core business sectors (Institutional Asset
Management, Mutual Funds, Private Wealth Management, Asset Servicing, Human Resources & Investor
Solutions and Treasury Services), the Corporation serves two distinct major classes of customers - corporations
and institutions and high net worth individuals. For corporations and institutions, the Corporation provides
investment management, trust and custody, foreign exchange, securities lending, performance analytics, fund
administration, outsourcing solutions for investment managers, retirement and employee benefits consulting,
outsourcing services for benefit plans, comprehensive end-to-end human resources outsourcing solutions,




NOTES TO FINANCIAL STATEMENTS (continued)

1. Accounting policies (contihued)

shareholder services, treasury management and banking services. For individuals, the Corporation provides
mutual funds and wealth management. The Corporation’s asset management businesses, which include The
Dreyfus Corporation, Founders Asset Management, LLC and Standish Mellon Asset Management Company LLC
in the United States and Newton Investment Management in Europe, as well as a number of additional investment
management boutiques, provide investment products in many asset classes and investment styles. While the
Corporation’s largest domestic subsidiaries primarily are headquartered in the Northeast and mid-Atlantic regions,
most of its products and services are offered globally. The Corporation’s customer base is well diversified and
primarily domestic, with a growing international presence.

Trading account securities, securities available for sale and investment securities

When purchased, securities are classified in the trading account securities portfolio, the securities available for
sale portfolio or the investment securities portfolio. Securities are classified as trading account securities when
the intent is profit maximization through market appreciation and resale. Securities are classified as available for
sale when management intends to hold the securities for an indefinite period of time or when the securities may be
used for tactical asset/liability purposes and may be sold from time to time to effectively manage interest rate
exposure, prepayment risk and liquidity needs. Securities are classified as investment securities when
management intends to hold these securities until maturity.

Trading account securities are stated at fair value. Trading revenue includes both realized and unrealized gains
and losses. The liability incurred on short-sale transactions, representing the obligation to deliver securities, is
included in other funds borrowed at fair value.

Securities available for sale are stated at fair value. Unrealized gains or losses on assets classified as available for
sale, net of tax, are recorded as an addition to or deduction from other comprehensive results. Investment
securities are stated at cost, adjusted for amortization of premium and accretion of discount on a level yield basis.
Gains and losses on sales of securities available for sale are reported in the income statement. The cost of
securities sold is determined on a specific identification basis.

Venture capital investments

Venture capital investments, which include both direct investments in companies and investments in private
equity funds, are reported at estimated fair values. Changes in estimated fair values and gains and losses from
sales are recognized in equity investment revenue. The fair value estimates of the investments are based upon
available information and may not necessarily represent amounts that will ultimately be realized, which depend on
future events and circumstances. The valuation procedures applied to direct investments include market prices, if
available, consideration of economic and market conditions, current and projected financial performance of the
investee company, and the investee company’s management team. The valuation procedures applied to private
equity fund investments include consideration of economic and market conditions and an evaluation of the private
equity manager’s valuation techniques. Direct venture capital investments include both equity and mezzanine
investments. Direct mezzanine investments in the form of subordinated debt are included in loans on the balance
sheet, while equity investments are included in other assets. Indirect investments in private equity funds are
included in other assets. The Corporation’s policy regarding venture capital investments has been identified as a
“critical accounting policy” as it is regarded to be critical to the presentation of the Corporation’s financial
statements since it requires management to make numerous complex and subjective estimates and valuation
assumptions relating to amounts which are inherently uncertain.
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NOTES TO FINANCIAL STATEMENTS (continued)

1. Accounting policies (continued)
Loans

Loans are reported net of any unearned discount. Interest revenue on nondiscounted loans is recognized based on
the principal amount outstanding. Interest revenue on discounted loans is recognized based on methods that
approximate a level yield. Loan origination and upfront commitment fees, as well as certain direct loan
origination and commitment costs, are deferred and amortized as a yield adjustment over the lives of the related
loans. Deferred fees and costs are netted against outstanding loan balances. Loans held for sale are carried at the
lower of aggregate cost or fair value.

Unearned revenue on direct financing leases is accreted over the lives of the leases in decreasing amounts to
provide a constant rate of return on the net investment in the leases. Revenue on leveraged leases is recognized
on a basis to achieve a constant yield on the outstanding investment in the lease, net of the related deferred tax
liability, in the years in which the net investment is positive. Gains on sales of lease residuals are recognized in
financing-related revenue.

Commercial loans, including commercial leases, generally are placed on nonaccrual status when either principal
or interest is past due 90 days or more, unless the loan is well secured and in the process of collection.
Management also places commercial loans on nonaccrual status when the collection of principal or interest
becomes doubtful. Residential mortgage loans generally are placed on nonaccrual status when, in management’s
judgment, collection is in doubt or the loans are 180 days or more delinquent. Personal loans, other than
residential mortgages, and certain secured commercial loans are charged off upon reaching various stages of
delinquency depending upon the loan type, or upon the death or bankruptcy of the borrower. When a loan is
placed on nonaccrual status, previously accrued and uncollected interest is reversed against current period interest
revenue. Interest receipts on nonaccrual and impaired loans are recognized as interest revenue or are applied to
principal when management belicves the ultimate collectibility of principal is in doubt.. Nonaccrual loans
generally are restored to an accrual basis when principal and interest payments become current or when the loan
becomes well secured and is in the process of collection.

A loan is considered to be impaired, as defined by SFAS No. 114, “Accounting by Creditors for Impairment of a
Loan,” when it is probable that the Corporation will be unable to collect all principal and interest amounts due
according to the contractual terms of the loan agreement. The Corporation reviews all loans of $1 million or
greater, or in the case of certain banking subsidiaries, loans that are greater than $250 thousand where there is a
significant credit concern for potential impairment. An impairment reserve is then measured on the loans which
meet the definition of an impaired loan per SFAS No. 114. Personal nonaccrual loans are not tested for
impairment because they are included in large groups of smaller-balance homogeneous loans that, by definition
along with leases, are excluded from the scope of SFAS No. 114.

Impaired loans are required to be measured based upon the loan’s market price, the present value of expected
future cash flows, discounted at the loan’s initial effective interest rate, or at fair value of the collateral if the loan
is collateral dependent. If the loan valuation is less than the recorded value of the loan, an impairment reserve is
established for the difference. The impairment reserve is established by either an allocation of the reserve for
credit losses or by a provision for credit losses. Impairment reserves are not needed when the recorded
investment in an impaired loan is less than the loan valuation.

Loan securitizations

Insurance premium finance receivables and jumbo residential mortgages are sold in securitizations. Prior to 2002,
automobile loans, home equity lines of credit and home equity installment loans were also sold in securitizations.
The Corporation retains servicing assets, cash reserve accounts and/or interest-only strips, all of which are
considered retained interests in securitized receivables. The gain or loss on the sale of the receivables




NOTES TO FINANCIAL STATEMENTS (continued)

1. Accounting policies (continued)

depends in part on the previous carrying amount of the financial assets involved in the transfer, which is allocated
between the assets sold and the retained interests based on their relative fair values at the date of transfer. Fair
values are obtained by using quoted market prices if available.

When quoted market prices are not available for retained interests, the Corporation estimates fair values based on
the present value of expected cash flows, which are estimated using management’s best estimates of various key
assumptions such as credit losses, prepayment speeds and discount rates commensurate with the risks involved.
Servicing assets are amortized in proportion to-estimated net servicing fee revenue and are periodically reviewed
for impairment. The servicing revenue is recognized in financing-related revenue. Interest-only strips are
recorded as securities available for sale with mark-to-market adjustments recorded as adjustments to other
comprehensive results. Declines in carrying value which are determined to be other than temporary are
immediately charged as a loss on securities.

Reserve for loan losses and reserve for unfunded commitments

The reserve for loan losses, shown as a valuation allowance to loans, and the liability reserve for unfunded
commitments are referred to as the Corporation's reserve for credit exposure. The accounting policy for the
determination of the adequacy of the reserve has been identified as a "critical accounting policy" as it is regarded
to be critical to the presentation of the Corporation’s financial statements.

The reserve for loan losses is maintained to absorb losses inherent in the loan portfolio as of the balance sheet date
based on management's judgment. The reserve determination methodology is designed to provide procedural
discipline in assessing the appropriateness of the reserve. This methodology is based substantially upon risk-
weighted historical experience in the portfolio, but also includes loan-by-loan reviews as well as a review by
portfolio. Qualitative factors that impact inherent losses and are considered in the establishment of reserves
include historical experience; strategies for management of nonperforming loans; portfolio volume, quality,
maturity and composition; portfolio and market concentrations; current economic conditions and other current
factors. Credit losses are charged against the reserve. Recoveries are added to the reserve.

The methodology for determining the liability for unfunded commitments considers the same factors as the

reserve for loan losses, as well as an estimate of the probability of drawdown, correlated to the credit risk rating of
the commitment.

Acquired property

Property acquired in connection with loan settlements, including real estate acquired, is stated at the lower of

estimated fair value less estimated costs to sell or the carrying amount of the loan. Acquired property is reported
in other assets.

Premises and equipment

Premises and equipment are stated at cost, less accumulated depreciation and amortization. Depreciation and
amortization are calculated over the estimated useful lives of the assets, limited in the case of leasehold
improvements to the lease term, using the straight-line method.

The Corporation capitalizes costs relating to acquired software and internal-use software development projects
that provide new or significant functionality improvements. The Corporation capitalizes projects that are
expected to result in longer term operational benefits, such as replacement systems or new applications that result
in significantly increased operational efficiencies or incremental revenues.
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1. Accounting policies (continued)
Identified intangible assets and goodwill

Identified intangible assets with estimable lives are amortized using the straight-line method over their remaining
estimated benefit periods. Intangible assets with estimable lives are reviewed for possible impairment when
events or changed circumstances ray affect the underlying basis of the asset. Goodwill on entities acquired prior
to July 1, 2001, continued to be amortized until Dec. 31, 2001, on a straight-line basis over a remaining estimated
benefit period of 19 years on a weighted average basis. Goodwill on entities acquired after June 30, 2001, was
not amortized. Goodwill and intangibles with indefinite lives are assessed annually for impairment. Amortization
of all goodwill was discontinued beginning in 2002.

Income taxes

Deferred taxes are recognized for the expected future tax consequences of existing differences between the
financial reporting and tax reporting bases of assets and liabilities using enacted tax laws and rates. The
Corporation files a consolidated federal income tax return.

Foreign currency translation

Assets and liabilities denominated in foreign currencies are translated to U.S. dollars at the rate of exchange on
the balance sheet date. Revenue and expense accounts are translated monthly at month-end rates of exchange.
Transaction gains and losses are included in the income statement. Translation gains and losses on investments in
foreign entities with functional currencies that are not the U.S. dollar are recorded as foreign currency translation
adjustments in other comprehensive results.

Fee revenue

Trust and investment fees are reported net of fees waived and expense reimbursements to certain mutual funds.
Investment management performance fees earned under a contractual formula are recognized in the period in
which the performance fees are earned and become determinable. Fees on standby letters of credit are recognized
over the commitment term in fee revenue, while fees on commercial letters of credit, because of their short-term
nature, are recognized when received in fee revenue.

The Corporation recognizes fee revenue earned under its outsourcing contracts, which generally have a three to
five year contractual term, as services are provided. The Corporation recognizes revenue from non-refundable,
up-front implementation fees using a straight-line method, commencing in the period the on-going services are
performed through the expected term of the contractual relationship. Incremental direct set-up costs of
implementation, up to the related implementation fee amount, are deferred and amortized over the same period
that the related implementation fees are recognized. If a client terminates an outsourcing contract prematurely,
the unamortized deferred incremental direct set-up costs and the unamortized deferred up-front implementation
fees related to that contract are recognized in the period the contract is terminated. Consulting fee revenue is
recognized as the services are provided. Fees for other services generally are recognized over the periods in
which the related services are provided.
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1. Accounting policies (continued)
Pensions

The Corporation provides pension benefits to substantially all of its salaried employees through its
noncontributory, defined benefit pension plans. Employees are provided benefits that are based upon the
employees’ years of service and compensation. The prepaid pension benefit is reported in other assets. The
unfunded pension liability is recorded in other liabilities. Net periodic benefit credits are netted in staff expense.
The Corporation’s accounting policy regarding pensions has been identified as a “critical accounting policy” as it
is regarded to be critical to the presentation of the Corporation’s financial statements since it requires management
to make numerous complex and subjective assumptions relating to amounts which are inherently uncertain. Refer
to pages 105 and 106 for further discussion of the Corporation’s pension accounting policy.

Severance

The Corporation provides for severance benefits through the Mellon Financial Corporation Displacement
Program or pursuant to applicable laws and regulations that specify the amount of displacement benefits to be
paid if an eligible participant ceases their employment as a result of the elimination of their position. Generally,
such benefits are based on the employee’s years of service. Severance expense is recorded when management
commits to an action that will result in severance within the next 12 months and the amount of the liability can be
reasonably estimated.

Derivative instruments used for risk management purposes

The Corporation enters into derivative instruments to manage its sensitivity to interest rate, currency and credit
risk. This is accomplished by using these instruments to offset the inherent price, interest rate or currency risk of
specific balance sheet assets or liabilities. Qualifying instruments are designated as hedges on the trade date. All
derivative instruments are recognized on the balance sheet at their fair values. The fair value of contracts in a
gain position is reported on the balance sheet in other assets and the fair value of contracts in a loss position is
reported in other liabilities. In cases where counterparty netting agreements exist, only the net gain or loss on all
eligible contracts with such counterparty is reported on the balance sheet. Derivatives designated as a hedge of
changes in the fair value of an asset or liability or of a firm commitment attributable to a specified risk are
considered to be fair value hedges. Derivatives designated as a hedge of a forecasted transaction or of the
variability of cash flows to be received or paid related to an asset or liability are considered to be cash flow
hedges. Derivatives can also be designated as foreign currency, fair value and cash flow hedges, and as hedges of
a net investment in a foreign operation.

Changes in the fair value of a derivative that is highly effective and qualifies as a fair value hedge, along with the
loss or gain on the hedged asset or liability that is attributable to the hedged risk (including losses or gains on firm
commitments), are recorded in current period earnings. Changes in the fair value of a derivative that is highly
effective and qualifies as a cash flow hedge are recorded in other comprehensive results, and reclassified into
earnings in the same period or periods as the hedged item affects earnings. Changes in the fair value of
derivatives that are highly effective and qualify as foreign currency hedges are recorded in either current period
earnings or other comprehensive results, depending on whether the hedge transaction meets the criteria for a fair
value or a cash flow hedge. If, however, a derivative or non-derivative financial instrument that may result in
foreign currency transaction gains or losses is used as a hedge of a net investment in a foreign operation, the
changes in fair value of the derivative or the foreign currency transaction on the non-derivative financial
instrument, to the extent the hedge is effective, are recorded as foreign currency translation adjustments within
other comprehensive results. Changes in the fair value of derivatives that do not qualify as hedges are recorded in
current period earnings.
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1. Accounting policies (continued)

The Corporation formally documeats all relationships between hedging instruments and hedged items, as well as
its risk management objective and strategy for undertaking various hedge transactions. This process includes
linking all derivative instruments that are designated as fair value, cash flow, or foreign currency hedges to
specific assets and liabilities on the balance sheet or to specific firm commitments or forecasted transactions. A
formal assessment, both at the inception of the hedge and on an ongoing quarterly basis, is performed to
determine whether the derivative instruments that are used in hedging transactions have been highly effective in
offsetting changes in fair values or cash flows of hedged items and whether they are expected to continue to be
highly effective in future periods.

When it is determined that a derivative instrument is not highly effective as a hedge, hedge accounting is
discontinued. Hedge accounting is also discontinued when: the derivative instrument expires; is sold, terminated
or exercised; is no longer designated as a hedge instrument because it is unlikely that a forecasted transaction will
occur; a hedged firm commitment no longer meets the definition of a firm commitment; or management
determines that designation of the derivative as a hedge instrument is no longer appropriate.

When hedge accounting is discontinued, the derivative instrument will be either terminated, continue to be carried
on the balance sheet at fair value or redesignated as the hedging instrument in either a cash flow or fair value
hedge, if the relationship meets all applicable hedging criteria. Any asset or liability that was previously recorded
as a result of recognizing the value of a firm commitment will be removed from the balance sheet and recognized
as a gain or loss in current period earnings. Any gains or losses that were recorded in other comprehensive results
from hedging a forecasted transaction will be recognized immediately in current period earnings, if it is probable
that the forecasted transaction will not occur.

On Jan. 1, 2001, the Corporation adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activities,” and No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities, an
amendment of SFAS No. 133.” In accordance with the transition provisions of the standards, upon adoption the
Corporation recorded a net of tax cumulative effect gain adjustment of $24 million in earnings to recognize the
fair value of all derivative instruments that are designated as fair value hedging instruments. The Corporation also
recorded a net of tax cumulative effect loss adjustment of $24 million in earnings to recognize the difference
between the carrying values and fair values of the related hedged balance sheet items. In addition, the
Corporation recorded a net of tax cumulative effect loss adjustment of $2 million in other comprehensive results
to recognize at fair value all derivative instruments that are designated as cash flow hedging instruments. Net
gains and losses on derivative instruments that were previously deferred were removed from the balance sheet
through a net of tax cumulative effect loss adjustment of less than $1 million to earnings and a $9 million loss to
comprehensive results. Gains and losses on derivative instruments that were previously deferred as adjustments
to the carrying value of hedged items were not adjusted.

For further discussion of hedging activity during 2003, 2002 and 2001, see the “Fair Value Hedges,” “Cash Flow
Hedges” and “Hedges of Net Investment in Foreign Operations” sections on page 53. The information in those
sections is incorporated by reference into these Notes to Financial Statements.

Derivative instruments used for irading activities

The Corporation enters into various derivative instruments to accommodate customers and for its proprietary
trading activities. Derivative instruments that are based on specific market indices are also used to manage risk
in other portfolios, such as start-up mutual fund investments. In addition, the Corporation enters into credit
default swaps, which allow the transfer of credit risk from one party to another for a fee. These swaps, which do
not qualify as hedges for accounting purposes, are used to hedge credit risk associated with commercial lending
activities. Realized and unrealized changes in the fair value of derivative instruments used for trading activities
are recognized in the income statement in foreign exchange revenue and other trading revenue in the period in
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1. Accounting policies (continued)

which the changes occur. The fair value.of contracts used for proprletary trading activities is reported as other
assets or other hab1ht1es RIS '

Statementnof cash ﬂows

For the purpose of reporting cash flows, the Corporation has defined cash and cash equivalents as cash and due
from banks. Cash flows from assets and liabilities that have an original maturity date of three months or less
generally are reported on a net basis. Cash flows from assets and liabilities that have an original maturity date
greater than three months generally are reported on a gross basis. Cash flows from hedgmg activities are
classified in the same category as the items hedged.

Stock options

The Cotporation maintains several stock-based employee compensation plans, which are described in Note 24.
Prior to 2003, the Corporation accounted for those plans under the recognition and measurement provisions of
APB Opinion No. 25, “Accounting for Stock‘Issued to Employeés,” and related Interpretations: No stock-based
employee compensation cost for stock options was reflected in.2002 or 2001 net income, as all options granted
under those plans had-an exercise price equal to the market value of the underlying common stock on the date of
grant. . Effective Jan. 1, 2003, the Corporation adopted the fair value recognition provisions of SFAS No. 123,
“Accounting for Stock-Based Compensation,” prospectively for all employee awards granted, modified; or settled
after Jan. 1,2003. During 2003, options.totaling 6,895,557 were granted with-a weighted-average fair value of.
$7.13. Stock option expense was determined by using the Black-Scholes option. pr1c1ng model and totaled
appr0x1mately $2 million after-tax in-2003. .

Pro forma cost of Stock optzons

As requlred to be dlsclosed by SFAS No 148 “Accountmg for Stock Based Compensatlon Transition and
Disclosure; an amendment-of SFAS No. 123, the following table illustrates the pro.forma effect.on income and
earnings per:share if the fair value based method had been applied to all awards in each period. Awards under the -
Corporation’s plans generally vest over periods of three or more years. Therefore, the cost related to stock-based
employee compensation included in the determination of net income for 2003 is far less than that which would
have beenrecogﬁized if the fair-value bashe‘d'm_ethod had been-applied to all awards granted in prior periods.

Pro forma income from contmumg operatmns e R e . o B s
(dollar amount in millions) R N 2003 (a) . 2002 . 2001
Income as reported. - » - e - $677 . $663 . - $435
Add: Stock-based employee compensanon expense . 4 '
using prospectwe method, included in reported net . }
income, net of tax () - ' R - o 18 16 - 10
Deduct: Total stock-based employee'compensauon R - ‘ ' o ) ’
expense, using retroactive restatement method, = = . .
determined under fair value based method for all.-, .

awards, net of tax (b) : LT () (56) 45
Pro forma income ’ ' ] . ’ $ 643 T 86237 $400
Earnings per share: _ ' ' '

Basic - as reported : ' $1.59 $1.52 $.92
Basic - pro forma . . $1.51 $1.43 $ .85
Diluted - as reported $1.57 $1.51 $.91
Diluted - pro forma - : $1.49 $1.42 $ .84

(@) Income as reported, before the cumulative effect of a change in accounting principle recorded in the first guarter of 2003.

(b) Reported and pro forma results include compensation expense for restricted stock awards, net of tax, of $16 million, $16 million and
$10 million for 2003, 2002 and 2001, respectively. In addition, stock option expense net of tax totaled approximately $2 million in
2003.

81



'NOTES TO FINANCIAL STATEMENTS (continued)

1. Accounting policies (continued)

The Black-Scholes option pricing model requires the use of subjective assumptions which can materially affect
fair value estimates. Therefore, this model does not necessarily provide a reliable single measure of the fair value
of the Corporation’s stock options or Employee Stock Purchase Plan (ESPP) shares. The fair value of each stock
option granted in 2003, 2002 and 2001 and ESPP share in 2002 and 2001 was estimated on'the date of the grant .
using the following weighted-average assumptions for 2003, 2002 and 2001, respectively: (1) expected dividend
yields of 2.1%, 1.7% and 1.3%; (2) risk-free interest rates of 3.4%, 3.4% and 3.7%; (3) expected volatility of
27%, 33% and 33%; and (4) expected lives of options of 5.5 years, 5.7 years and 4.2 years.

2. Adoption of new accounting standards
FIN 46 and FIN 46 Revised

In January 2003, the FASB issued Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest Entities.”
The application of this Interpretation was immediate for variable interest entities (VIEs) created after Jan. 31,
2003. In December 2003 the FASB issued Interpretation No. 46, revised December 2003 (FIN 46 Revised),
“Consolidation of Variable Interest Entities.” This Interpretation addresses consolidation by business enterprises
of VIEs. A VIE is subject to the consolidation provisions of FIN 46 Revised if, by design, it cannot support its
financial activities without additional subordinated financial support from other parties, it does not have equity
investors with the ability to make decisions about its activities through voting or similar rights and its equity
investors have voting rights that are not proportionate to their economic interests and the activities of the entity
involved or are conducted on behalf of an equity investor with a disproportionately small voting interest. FIN 46
Revised requires-a VIE to be consolidated by its primary beneficiary. The primary beneficiary is the party that
holds variable interests that expose it to a majority of the entity’s expected losses and/or residual returns.

At Dec. 31, 2003, an entity had to apply either FIN 46 or FIN 46 Revised to entities that are considered special
purpose entities. FIN 46 Revised is applicable for all entities no later than March 31, 2004. The effective date of
FIN 46 Revised is also deferred for investment companies not subject to SEC Regulation S-X, Rule 6-03 (c)(1)
and that account for their investments in accordance with specialized accounting guidance in the AICPA’ Audit
and Accounting Guide, “Audits of Investment Companies”, until the AICPA finalizes its proposed Statement of
Position on the scope of the Audnt Guide. '

As of Dec. 31, 2003, the Corporation applied FIN 46 to Three Rivers Fundmg Corporatlon (TRFC), a special
purpose entity, whlclh sold subordinated notes to an unrelated third party in 2003. As a result of that sale the
Corporation is not the primary beneficiary. As of Dec. 31, 2003, FIN 46 Revised was applied to the
Corporation’s two statutory business trusts that previously issued trust-preferred securities. The statutory
business trusts, which are special purpose entities, were deconsolidated as of Dec. 31, 2003, since the Corporation
is not the primary beneficiary. The structure of the statutory business trusts has not changed since they were
established in 1996 and 1997. The junior subordinated debentures payable to the statutory business trusts are
classified as “Junior subordinated deferrable interest debentures held by trusts that issued guaranteed capital debt
securities,” on the Consolidated balance sheet. See Note 15 for a further description of the trust-preferred
securities and junior subordinated debentures. The Corporation will continue to evaluate the applicability of

FIN 46 Revised to TRFC and all other VIE’s so that by March 31, 2004, as required, a determination can be made
as to- whether such entities are to be consolidated as of that date.
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2. Adoption of new accounting standards (continued) SR
Cumulatzve effect of a change in accountmg prmczple

On Jan 1 2003 the Corporat10n adopted SFAS No 143 “Accountrng for Asset Retrrement Oblrgatrons ? SFAS
No. 143 requires an entity to record a liability for an obligation associated with the retirement of an asset and for
certain lease transaction obligations at the time the liability is incurred by capitalizing the cost-and depreciating it
over the remaining useful life of that asset. The initial application of SFAS No. 143 was reported as a cumulative
effect of a change in accounting principle.in the income statement.. The Corporation recognized a-one-time after-
tax charge of $7 million, or:$.01 per share (pre-tax cost of $11 million), in the first quarter of 2003, for the
establishment of a liability for obligations-to restore leased facilities; principally outside the U.S., to their original
condition at the end of theleases. The annual ongoing impact of this accounting standard, based on leases
presently in effect, is an increase in-occupancy-expense-of approximately $2 million pre-tax. The pro forma effect
on prior perrods of the adopt1on of th1s statement would not have been materral to erther the income statement -or
balance sheet : :

Guarantees

In November 2002, the FASB issued Interpretation No. 45 (FIN 45), “Guarantor’s Accounting and Disclosure
Requirements for-Guarantees, Including Indirect Guarantees of Indebtedness of Others.” This Interpretation - -
requires that a guarantor recognize, at the inception of a guarantee, a liability.for the fair value of the obligation - -
undertaken. in issuing the guarantee. - The initial recognition and measurement provisions of this Interpretation are
applicable on a prospective basis to guarantees issued or modified after Dec. 31, 2002. At Dec. 31, 2003, the
Corporation-had a liability of $7 million related to standby letters of credit issued or modified in 2003. For details
of guarantees, see “Other guarantees and indemnities” in:the table on page 114 and related paragraphs that follow
the table of Note 27 and the paragraphs: under the subheading “Other guarantees and indemnities” on pages 116..
and 117 of Note 27, as well as the Three Rrvers F undlng Corp (TRF C) -discussion;on pages 90 and 91 of Note 7.

3. Contmgent and deferred cons1derat10n related to: acqu1s1t10ns

The Corporatron completed three acqursrtrons durmg 2003 wrth total 1n1t1al consrderatlon of $18 m11110n
including $11 million paid-with the Corporation’s common stock. - In addition, the Corporation made a-scheduled
cash paynient of $12.5 million for the Standish Mellon acquisition, discussed below, and a $13 million continigent
consideration cash payment for the Henderson Private:Asset Management-acquisition, for a total of $44-million .
paid in 2003.. The Corporation records.contingent purchase payments when amounts are resolved and become .
issuable.: At Dec. 31, 2003, the Corporation was potentially obligated to-pay contingent additional consideration
of a minimum expected amount of approximately-$25 million to a maximum expected amount of approx1mately :
$65 million for all acquisitions, over the néxt four.years, depending on the performance of the acquired
companies. None of the contingent additienal consideration was recorded as goodwill at Dec. 31, 2003. In ~
addition, the Corporation is obligated to pay deferred consideration in equal annual installments of $12.5 million
for a total of $50 million, for the Standish Mellon acquisition, the first of which was paid in the third quarter of -
2003, leaving a remaining obligation of $37.5 million. The. $47 million net present value of.this obhgat1on was .’
recorded as additional goodwrll in the fourth quarter of 2002.- : : :

The Corporatron owns 70% of Mellon Brascan Asset Management SA,a Braz1l1an 1nst1tut1ona1 asset
management and asset servicing company.. The minority.interest owners have exercised.a “put’” right which
obligates.a subsidiary of the Corporation to purchase the remdining 30% of the company. The purchase price, as
defined, is based on the levels of assets under management and under administration, among other things. The
Corporation and the minority interest owners currently disagree on the methodology of hew to compute the
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3. Contingent and deferred consideration related to acquisitions (continued)

purchase price and are in the process of submitting the dispute to binding arbitration. The Corporation offered
$4 million for the remammg 30% of the company and the mmonty mterest owners made an initial request of
$42 million. : : :

4. Discontinued operations .

In the fourth quarter of 2003, the Corporation adopted discontinued operations accounting for the fixed income
trading business of Mellon Investor Services, which was sold to Bonds Direct Securities LLC, a majority owned
subsidiary of Jefferies Group, Inc., in December 2003. As part of the Corporation’s streamlining of the
organizational structure of the HR&IS sector, it was decided that this business was no longer consistent with the:
sector’s strategic objectives. At the time of the sale, the business held approximately.$305 million of trading.
account securities and approximately $280 million of other borrowed funds. Securities and other assets not.
purchased by Bonds Direct Securities totaled $187 million at Dec. 31, 2003 and are expected to be sold by

June 30, 2004. In 2003 this business generated $4 million of net interest revenue, $12 million of securities trading
gains and $18 million of operating expenses, for a $2 million pre-tax loss. The Corporation recorded a gain of
less than $1 million on this transaction.

Reflected as discontinued operations in all income statements presented are the results of the fixed income trading
business as well.as the results of regional consumer banking, small business banking, and certain middle market
banking operations, which were sold to Citizens Financial Group, Inc. (Citizens) in December 2001; the Mellon:
Leasing Corporation businesses that served mid-sized corporations and vendors of small ticket equipment, and
Mellon Business Credit, which were sold in June 2001; Dreyfus Brokerage Services which served retail
consumers nationally, which was sold in January 2002; the Corporation’s jumbo mortgage business which served
consumers nationally, which was sold in part to Citizens and the balance disposed of through portfolio sales and
securitizations; and the disposition in December 2001 of loans and loan commitments to middle market
companies not sold to Citizens. Because the lines of business included in discontinued operations were discrete
lines of business serving classes of customers no.longer served by the Corporation’s continuing lines of business,
the disposition of these businesses has no material impact on continuing operations going forward.

In accordance with GAAP; earnings of the discontinued businesses are shown separately in the income statement
for all periods presented, where applicable.” All information in these Financial Statements and Notes reflects
continuing operations, before the cumulative effect of a change in accounting principle recorded in the first
quarter of 2003, unless otherwise noted. During the third quarter. of 2002, the Corporation completed the
conversion of customer deposit accounts and loans to Citizéns. The Corporation had been administering these - :
accounts under a transitional service agreement until Citizens was able to convert these accounts to its systems.
This was the final step of a transition process that began following the 2001 sale. As of Dec.: 31 2002, there were
no remamlng assets or liabilities in discontinued operations from thlS transaction. .

The after-tax gain on disposals of $32 million in 2003 primarily related to an income tax benefit-of $20 million
based on the determination of the tax deductibility of a consolidated loss, relating to the sale of Dreyfus
Brokerage Services, as well as the favorable resolution of estimates made at the time of the disposition of other
discontinued businesses. The after-tax gain of $12 million in 2002 primarily resulted from the resolution of sale-
related issues that were uncertain at the time of the dispositions, and favorable customer retention. The after-tax
gain of $770 million in 2001 resulted from a net gain of $1.030 billion after-tax on the Citizens transaction; an .
$89 million after-tax net loss on the sale of Dreyfus Brokerage Services; an $86 million after-tax loss on the .
disposal of loans-and commitments made to middle market customers that were not sold to Citizens; a $16 million
after-tax gain on the securitizations or sale of nearly all of the jumbo mortgages; and a $101 million after-tax net
loss on the sale of the Mellon Leasing Corporation businesses that served mid-sized corporations and vendors of
small ticket equipment, and Mellon Business Credit.
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4. Discontinued operations (continued)

Income from discontinued operations

(in millions) : 2003 2002 2001
Income (loss) from operations (net of tax (credit) expense )

of $(1), $3 and $65) (a) : $ (D $7 $ 113
Net gain on disposals (net of tax (credit) expense

of $(13), $8 and $437) : 32 _12 770
Income from discontinued operations after-tax ' ’ $31 $19 ~§ 883

(a) Revenue from discontinued operations totaled 316 million in 2003, $92 million in 2002 and $840 million in 2001.

Discontinued operations assets and liabilities Dec. 31, Dec. 31,
(in millions) 2003 2002
Trading account assets $155 (a) $-
Other assets. 32 -

Total assets . $187 $ -
Other borrowed funds $151 $-
Other liabilities 1 -

Total liabilities : $152 $-

(a) At Jan. 31, 2004 all but 87 million of these assets had been sold, at a loss of less than $1 million.

There were no derivatives used for risk management purposes for discontinued operations at Dec. 31, 2003 and
Dec. 31, 2002.

5. Cash and due from banks

Cash and due from banks includes reserve balances that the Corporation’s subsidiary banks are required to
maintain with a Federal Reserve bank. These required reserves are based primarily on deposits outstanding and
were $233 million at Dec. 31, 2003, and $250 million at Dec. 31, 2002. These balances averaged $193 million
in 2003 and $258 million in 2002.

6. Securities

Gross realized gains were $62 million and $59 million, and gross realized losses were less than $1 million, on
sales of securities available for sale in 2003 and 2002, respectively. Gross realized gains and losses on the sale of
securities available for sale were each $1 million or less in 2001. After-tax net gains on the sales of securities
were $40 million and $38 million in 2003 and 2002, respectively, and less than §1 million in 2001. At Dec. 31,
2003, and Dec. 31, 2002, there were no issuers, other than U.S. Government and its agencies, where the aggregate
book value of securities exceeded 10%.0of shareholders’ equity.
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6. Securities (continued)

Securities available for sale Dec. 31,2003 Dec, 31, 2002
Amortized Gross unrealized Fair Amortized  Gross unrealized Fair
(in millions) cost Gains  Losses valune cost Gains  Losses value
U.S. Treasury $ 471 $ - $ - %47 $ 270 § - §- § 270
U.S. agency mortgage-backed 8,772 62 63 8,771 8,487 164 8 8,643
Other U.S. agency 5 1 - 6 176 1 - 177
Total U.S. Treasury and
agency securities 9,248 63 63 9,248 8,933 165 8 9,090
Obligations of states and
political subdivisions 547 13 3 557 484 14 - 498
Other securities:
Other mortgage backed 743 2 3 742 1,245 19 - 1,264
Bonds, notes and preferred stock 125 - - 125 182 - - 182
Other 20 - 2 18 21 - 1 20
Total other securities 888 2 5 885 1,448 19 1 1,466
Total securities available for sale $10,683 $78 $71  $10,690 $10,865  $198 $9  $11,054
Contractual maturity distribution of securities available for sale at Dec. 31, 2003
Obligations Total
U.S. agency Total of states securities
(dollar amounts U.s. mortgage- Other U.S. Treasury and political Other available
in millions) Treasury backed U.S. agency and agency subdivisions securities for sale
Within one year
Amortized cost $464 - - $ 464 - $ 23 $ 487
Fair value $464 - - § 464 - $ 23 $ 487
Yield 97% - - 97% - 2.93% 1.07%
1 to 5 years
Amortized cost $ 7 - $5 $ 12 $ 5 $13 $ 30
Fair value $ 7 - $6 $ 13 § 6 $13 $§ 32
Yield 3.19% - 6.49% 4.47% 2.60% 3.40% 3.82%
5 to 10 years
Amortized cost - - - - $ 50 $ 4 $ 54
Fair value - - - - $ 51 $ 4 $ 55
Yield - - - - 7.03% 5.20% 6.89%
Over 10 years
Amortized cost - - - - $492 $105 $ 597
Fair value - - - - $500 $103 $ 603
Yield - - - - 7.22% 6.20% 7.05%
Mortgage-backed
securities
Amortized cost - $8,772 (a) - $8,772 - $743 (@) $ 9,515
Fair value - $8,771 - $8,771 - $742 $ 9,513
Yield - 3.69%% - 3.69% - 3.21% 3.65%
Total amortized cost $471 $8,772 $5 $9,248 $547 $888 $10,683
Total fair value $471 $8,771 $6 $9,248 $557 $885 $10,690
Total yield 1.01% 3.69% 6.49% 3.56% 7.15% 3.55% 3.74%
Weighted average
contractual years to
maturity 36 N/M 4.58 Al () 15.07 NM

N/M -- Not meaningful.

(a) The average expected lives of “U.5. agency mortgage-backed” and “Other mortgage-backed” securities were approximately
1.8 years and 2.8 years, respectively, at Dec. 31, 2003.

(b) Excludes maturities of “U.S. agency morigage-backed’ securities.

Note: Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations with

or without call or prepayment penalties. Rates are calculated on a taxable equivalent basis using a 35% federal income tax rate.
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6. Securities (continued)

Investment securities Dec. 31, 2003 Dec. 31. 2002
(held to maturity) Amortized  Gross unrealized  Fair Amortized  Gross unrealized Fair
(in millions) cost Gains  Losses - value cost Gains Losses value
U.S. agency mortgage-backed $243 $11 $- 8254 $455 $21 $- 3476
Obligations of states and political
subdivisions - - - - 25 - - 25
Other securities: ,
Stock of Federal Reserve Bank 53 - - 53 45 - - 45
Other mortgage-backed 1 - - 1 2 - - 2
“Total other securities 54 - - 54 47 - - 47
Total investment securities $297 $11 $- 8308 $527 $21 $- 8548

Contractual maturity distribution of investment securities (held to maturity) at Dec. 31, 2003

U.S. agency Stock of Other Total
(dollar amounts mortgage- Federal mortgage- investment
in millions) : backed Reserve Bank () backed securities
Over 10 years
Amortized cost - $53 - $ 53
Fair value - $53 - $ 53
Yield - 6.00% - 6.00%
Mortgage-backed securities
Amortized cost $243 - _ 1 $244
Fair value ' $254 - ‘ $1 v $255
Yield 6.21% - 4.14% 6.20%
Total amortized cost $243 $53 51 $297
Total fair value $254 $53 $1 §$308
Total yield 6.21% 6.00% 4.14% 6.16%
Weighted average
contractual years to maturity - (b) - - (b)

(a) No stated maturity.

(b) The average expected lives of “U.S. agency mortgage-backed” and “Other morigage-backed” securities were
approximately 3.5 vears and 2.2 years, vespectively, at Dec. 31, 2003,

Note: Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay

obligations with or without call or prepayment penalties. Rates are calculated on a taxable equivalent basis using a 35%

federal income tax rate.

Securities available for sale, investment securities, trading account securities and loans with book values of

$8.4 billion at Dec. 31, 2003 and $10.1 billion at Dec. 31, 2002 were required to be pledged to secure public and
trust deposits, repurchase agreements and for other purposes. Securities purchased under agreements to resell and
securities sold under agreements to repurchase are treated as collateralized financing transactions and are recorded
at the amounts at which the securities were acquired or sold plus accrued interest. The collateral received from or
provided to third parties under resale or repurchase agreements can be sold or repledged by the holder of the
collateral. The fair value of collateral received totaled $234 million and the fair value of collateral provided
totaled $261 million, under these agreements at Dec. 31, 2003. The fair value of collateral either received from or
provided to a third party is continually monitored and additional collateral is obtained from, or requested to be
returned to, the Corporation as deemed appropriate.

87
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6. Securities (continued)
Temporarily impaired securities

The following table shows gross unrealized losses and fair values of the Corporation’s investments, aggregated by
investment category and length of time that the individual securities have been in a continuous unrealized loss
position, at Dec. 31, 2003.

Temporarily impaired Less than 12 months 12 months or more Total
securities Fair Unrealized Fair Unrealized Fair Unrealized
(in millions) value losses value losses value losses
U.S. agency mortgage-backed $3,127 $63 $- $ - $3,127 $63
Obligations of states and political

subdivisions 83 3 - - 83 3
Other securities:

Other mortgage backed 307 . 3 - - 307 3

Other - - 4 2 4 2

Total temporarily impaired
securities $3,517 $69 $4 $2 $3,521 $71

The unrealized loss of $71 million primarily relates to U.S. agency mortgage-backed securities. The decline in
the fair value of securities classified as available-for-sale and investment (held-to-maturity) securities primarily
resulted from interest rate fluctuations. Approximately 98% of temporarily impaired securities have been in a
continuous unrealized loss position for less than 12 months. Management believes the collection of the
contractual principal and interest is probable and therefore all impairment is considered to be temporary. There
are approximately 550 positions that are temporarily impaired. As shown on pages 86 and 87, unrealized gains
totaled $89 million in the available-for-sale and investment portfolios at Dec. 31, 2003.

7. Loans

For details of the loans outstanding at Dec. 31, 2003 and 2002, see the 2003 and 2002 columns of the
“Composition of loan portfolio at year-end” table on page 39. The information in those columns is incorporated
by reference into these Notes to Financial Statements.

For details of the nonperforming and past-due loans at Dec. 31, 2003 and 2002, see the amounts in the 2003 and
2002 columns of the “Nonperforming assets at year-end” and “Past-due loans at year-end” tables on pages 42 and
44, respectively. The information in those columns is incorporated by reference into these Notes to Financial
Statements. For details on impaired loans at Dec. 31, 2003, 2002, and 2001, see the amounts in the “Impaired
loans” table on page 43. The information in that table is incorporated by reference into these Notes to Financial
Statements. There was no foregone interest on restructured loans in 2003, 2002 and 2001.

Loan securitizations

In 2003, the Corporation securitized insurance premium finance loans which at Dec. 31, 2003 exchange rates
totaled $154 million (or Canadian dollar 200 million), recognizing a net pre-tax gain of $2 million that was
recorded in financing-related revenue.




NOTES TO FINANCIAL STATEMENTS (continued)

7. Loans (continued)

In 2002, the Corporation securitized $440 million of insurance premium finance loans in a three year revolver and
$512 million of jumbo residential moitgage ioans. In 2002, the Corporation recognized a net pre-tax gain of

$1 million on the securitization of the insurance premium financeloans and a net pre-tax gain of $2 million on the
securitization of jumbo residential mortgage loans.. These gains were recorded in financing-related revenue.

The Corporation has retained servicing responsibilities and retained subordinated interests in automobile, home
equity lines of credit (HELOC) and insurance premium financing securitizations as well as servicing
responsibilities for home equity installment loans (HEIL) and jumbo residential mortgages securitizations. The
Corporation receives annual servicing fees of 0.25% or 0.375% for mortgage loans, 0.5% for automobile, HELOC
and insurance premium finance loans, and .36% for the HEIL loans, of the outstanding balance. The Corporation:
receives excess servicing fees after the investors in the securitization trust have received the return for which they
contracted. The investors and the securitization trusts have no recourse to the Corporation’s other assets for
failure of debtors to pay when due. The Corporation’s retained interests are subordinate to investor’s interests.
Their value is subj ect to credrt prepayment and 1nterest rate risks on the transferred financial assets.

Key economic assumptions used in measuring the retained interests on the date of securitization in 2003 for the
insurance premium finance loans were as follows: a monthly prepayment rate of 2%; a weighed average life of

.3 years; expected annual credit losses of .4%; and residual cash flows discounted at 12%.

At Dec. 31, 2003 key economic assumpnons used in measuring the retarned interests in securitizations are
reflected in the followmg table and paragraph : ‘

Assumptions o e ) Jumbo Residential  Insurance Premium

o HELOC Loans Automobile Loais Mortgage Loans () Finance Loans
R " Dec. 31, Dec. 31, Dec. 31, Dec. 31,
(dollar amounts in millions) _ 2003 2002 2003 2002 2003 2002 2003 2002
Carrying amount/fair value of - - - - e o : ‘
retained interests - $14 $21 $2 $10 . $9 $14 $30 $28
Weighted-average life (in years) .. .. 1.5 1S, 6 .8 4.4 .. 3 3 3
Prepayment speed assumption. . " ¢ - . = , . -
(annual rate) R : 46% 55% 62% - 28% . 24% 36% 2% 7 2%
Expected credit losses (annual rate) 1% A% 3.65% 2.74% - - 4% A%
Residual cash flows discount rate ‘
(annual) R R 9%. 9% - . 10%  10% - N/A N/A 12% 12%

(a) The fazr value of the servicing assets related to the jumbo residential mortgage securitizations was 314 million and
817 million at Dec: 31,-2003 and 2002, respectzvely :
N/A. - Not apphcable _

The current farr Values of the retarned mterests are sensmve to changes in the assumptrons shown in the table
above. The sensitivity to an 1mmed1ate adverse change of 10% to 20%.in those assumptions would result in a less
than $3 million decrease in each of the fair values.

These. sensitivities are hypothetrcal and should be used with caution.. Changes n fa1r value based on dlfferent
variations in assumptions generally. cannot. be extrapolated because the relationship of the change in assumption to
the change in fair value may not be linear. Also, the effect of a variation in a particular assumption on the fair
value of the retained interest is calculated w1th0ut changmg any other assumption; in reality, changes in one. factor
may result in.changes in another (for example, as with jumbo residential mortgages, increases in the market
interest rates may result in lower prepayments and. mcreased credit losses), which might magmfy or counteract the
sensitivities. S 4

89.



NOTES TO FINANCIAL STATEMENTS (continued)

7. Loans (continued)

Actual and projected static pool credit losses at Dec. 31, 2003, for the securitized automobile and HELOC loans
are 2.24% and .23%, respectively. Credit losses on the insurance premium finance and jumbo residential
mortgage loans have been and are expected to be minimal. Static pool losses are calculated by summing the
actual and projected future credit losses and dividing them by the original balance of each pool of assets.

Cash flows received from and paid to securitized trusts Year ended Dec. 31,

(in millions) 2003 2002 2001 (b)
Proceeds from new securitizations " $ 136 $ 953 $4,122
Proceeds from collections reinvested in prior securitizations 3,614 3,276 1,904
Servicing fees received 31 50 49
Other cash flows received on retained interests (a) . 37 .34 - 17
Servicing advances _ - : 2 7
Repayment of servicing advances : . - ' 2 7

{a) Represents total cash flows received from retained interests by the Corporation other than servicing fees. Other cash
Aows include, for example, all cash flows from interest-only strips and cash above the minimum required level in cash
collateral accounts.

(b) Includes discontinued operations.

The following table presents quantitative information about past due loans and net credit losses related to
securitized financial assets and other assets managed together with them:

Asset quality data Principal Amount of
. Total Principal Loans 90 Days or
Amounts of Loans More Past Due Net Credit Losses

, Dec. 31, _ Dec. 31, Dec. 31,
(in millions) : 2003 2002 - 2003 2002 - 2003 2002 2001
Loans held in portfolio '$1,009 $ 889 $1 $1 $1 $1 82
Loans securitized (a) 3,580 5,094 26 25 5 7 9

Total loans managed or
securitized (a) $4,589 $5,983 827 $26 $6 38 $11

(a) Excludes interest-only strips and servicing rights (or other retained interests) held for securitized assets

Referral arrangements with Three Rivers Funding Corp. (TRFC), an asset-backed commercial paper entity

The Corporation’s primary banking subsidiary, Mellon Bank, N.A. (the Bank) has a referral relationship with
TRFC, a special purpose entity that issues commercial paper. TRFC is owned by an independent third party and
is not a subsidiary of either the Bank or the Corporation. Its financial results are not included in the financial
statements of the Bank or the Corporation. TRFC was formed in 1990 and can issue up to $5 billion of
commercial paper to make loans secured by, and to purchase, pools of receivables. The Bank operates as a
referral agent and refers transactions to TRFC. The Bank provides all administrative services for TRFC.

Every transaction in TRFC is structured to provide substantial loss protection and minimize credit risk.
Transactions are overcollateralized with customer receivables and structured to the equivalent of an investment
grade credit rating before consideration of any liquidity or credit support by the Bank. By agreement, liquidity
support is provided by the Bank up to the full amount of commercial paper outstanding. - Such liquidity is
provided through transaction specific funding agreements for individual sales of receivables from third parties.
The Bank is obligated to provide liquidity support if collections on receivable pools are not sufficient to cover"
associated commercial paper that has matured and the receivables related to maturing commercial paper or
proceeds from the issuance of commercial paper are insufficient to pay maturing commercial paper related to a

90




NOTES TO FINANCIAL STATEMENTS (continued) ..
7. Loans (continued)

- specific third party seller (not the Bank). An obligation to make purchases under the funding agreements
continues as long as. TRFC is not bankrupt and the amount of the purchase does not exceed the available liquidity
commitment. Liquidity support is also provided in the event of noncredit related operational reasons, or if there,
were to be a systemic issue with the commercial paper market that would prevent the rollover of commercial
paper. Finally, the Bank has also provided a letter of credit for TRFC in support of the commercial paper issued.
The maximum exposure for the letter of credit is the lesser of $400 million or 8% of the outstanding commercial
paper. A drawrng under the letter of credit would occur only after the first loss credit enhancement, provided by a
third party seller (not the Bank), built into each transaction is completely exhausted and there are not sufficient
funds available from the liquidity providers to repay maturing commercial paper. .The facilities that provide
liquidity and credit support to TRFC are included-in the Off-balance:sheet financial instruments with contract
amounts that represent credit risk table in Note 27: " The estimated liability for losses related to these :
arrangements, if any, is included in the reserve for unfunded commrtments
Fee revenue of $5 million was received from thrs entlty in 2003 compared with $13 million in 2002, for the
services and the liquidity and credit support facilities. Liquidity facility fees are determined by the structure of
the transaction and the underlying credit risk. The calculation of the liquidity fee under each funding agreement
is based on the outstanding amount of the commercial paper associated with each transaction in TRFC. Pricing
on the TRFC letter of credit is based on the same criteria used by the Bank for standby letters of credit of similar
risk characteristics.” The calculation of theéletter of credit fee is based on the aggregate amount of TRFC
commercial paper outstanding reduced by the amount of conimercial paper outstanding in connection with those-
transactions- structured to the equlvalent of a "AA" ratmg or hrgher ‘Fee revenue 1s recogmzed in the month the
fees are earned. - : :

At Dec. 31, 2003, TRFC’s receivables and commercial paper outstanding each totaled approximately

$800 million, compared with $1.2 billion at Dec 31, 2002: A’ Ietter of-credit provided by the Bank in'support of
TRFC’s' commercial paper ‘totaled $67 million at Dec.31, 2003, compared with:$99-million at Dec. 31, 2002.
The Cotporation’s maximurm loss exposure related to TRFC, which is requ1red to be disclosed under- FIN 46, is
the full amount of the liquidity facility, or approximately $800-million, at Dec. 31, 2003. -However, the
probability of this loss scenario is remote as it would mean that all of TRFC’s receivables were wholly
uncollectible. Since TRFC’s formation in 1990, the Bank has not been required to fund under any liquidity * -
support or under the letter of credit. In addition, the Bank has never purchased a receivable from TRFC or
recorded a credit loss related to its relationship - with TRFC. As a result of actions taken by TRFC, the
Corporation is not the “primary beneficiary” of TRFC, as defined by FIN 46, and thus was not required to
consolidate TRFC’s assets and liabilities into the Corporation’s financial statements at Dec. 31, 2003. The
Corporation will continue. to.evaluate the applicability of FIN.46 Revised.to. TRFC.and all other VIE’s so.that by
March 31, 2004, as required, a determination can’be made as to whether ‘such entities are to be consolidated.

i

o [

8 Reserve for credlt exposure L T e L

For details of the reserve for credit éxposure, see the 2003, 2002 and 2001 columns of the “Reserve activity” table
on pages 46 and 47. The information in those columns is rncorporated by- reference into these Notes to F 1nan01a1

Statements o
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NOTES TO FINANCIAL STATEMENTS (continued)

9. Premises and equipment

Premises and equipment ' o S o : Dec. 31,
(in millions) : o : ' : 2003 - - - 2002
Land ' S ’ - o ' $ 24 - % 26
Buildings T ‘ : S : ‘ 261 1266
Equipment: . R ' T . : . : 855 777
Leasehold improvements . : o ‘ : e » . 263 (a) 252
Subtotal - : : . S ‘ 1;403 1,321
Accumulated depreciation and amortization . ,- - L {735) - (617)
Total premises and equipment () - - - : $ 668 $ 704

(a) Includes 38 million related to the adoption of SFAS No 1 43 “Accounting for Asset Retirement Obligations.”

(b) Includes $177 million and 3156 million net book values, respectively, at Dec. 31, 2003 and 2002 for purchased and
internally developed capitalized software, recorded as equipment. Amortization expense of this software totaled
847 million, $39 million and 313 million for 2003, 2002 and 2001, respectively.

The table above includes capital leases for premises and equipment at a net book value of less than $1 million at 7
Dec. 31, 2003 and Dec. 31, 2002.

Rental expense was $179 mllhon $169 million and $134 million, respectlvely, net of related sublease revenue of
$22 million, $24 million and $15 million, in 2003, 2002 and 2001 respectively. Depreciation and amortization
expense totaled $147 million, $136 million and $98 million in 2003, 2002 and 2001, respectively. Maintenance,
repairs and utilities expenses totaled $116 million, $108 million and $99 million in 2003, 2002 and 2001,
respectively.

As of Dec. 31, 2003, the Corporation and its subsidiaries ‘are obligated under noncancelable leases with expiration
dates through 2023. A summary of the future minimum rental payments under noncancelable leases, net of

related sublease revenue totaling $127 million, is as follows: 2004--$189 mllhon 2005--$173 million; 2006--
$153 million; 2007--$145 million; 2008—-$136 mllhon and 2009 through 2023--8505 million.

10. Goodwill and mtangnble assets
Goodwill

The followihg table _ShOWS the changes in goodwill, by core business sector, for the year. ended Dec. 31, 2003.

Goodwill : Institutional ‘ - Private

Asset  Mutual Wealth Asset Treasury
(in millions) Management Funds Management Servicing . HR&IS  Services Total
Balance at Dec. 31, 2002 $620 $241 $325 $275 $412 $192 $2,065
Acquired goodwill 3 - 10 - 3 - 26
Other (a) ) 104 1 - ' - 2) - 103
Balance at Dec. 31, 2003 $737 $242 ~ $335 $275 $413 5192 $2,194

(a) Other changes in goodwill include foreign exchange effects on non-U.S. dollar denominated goodwill, purchase price
adjustments and certain other reclassifications.

The increase in goodwill was primarily due to the foreign exchange effect on non-U.S. dollar denominated
goodwill in Newton Management Limited ($90 million), assigned to the Institutional Asset Management sector;
the July 2003 acquisition of The Arden Group ($10 million), included in the Private Wealth Management sector
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10. Goodwill and intangible assets (continued)

and additional goodwill related to the August 2002 acquisition of Henderson Private Asset Management

($13 million), also included in the Institutional Asset Management sector. No charges for goodwill impairment
were recognized in 2003, 2002 or 2001:

Acquired intangible assets

Intangible assets - subject to amortization (a)

Dec. 31, 2003 Dec. 31, 2002
Remaining
weighted-
Gross average Gross
Carrying Accumulated amortization Carrying Accumulated
(in millions) Amount Amortization period Amount Amortization
Customer base $ 49 $(12) 6 yrs $ 47 $ (6)
Technology based 45 (10) 8 yrs 45 (5)
Premium on deposits 35 24 4 yrs 35 (19)
Other 12 (5) Syrs 9 (2)
Total ' $141 $(51) 6 yrs $136 $(32)

(a) Includes the foreign exchange effects on non-U.S. dollar denominated intangible assets.

Intangible assets - not subject to amortization Dec. 31, 2003 Dec. 31,2002

Gross Gross
(in millions) Carrying Amount Carrying Amount
Investment management contractual relationships $10 §10

During 2003, the gross carrying amount of intangible assets subject to amortization increased by $5 million due to
acquisitions with a weighted-average amortization period of 9 years, and the foreign exchange effects of a weaker
U.S. dollar. Approximately $2 million, with a weighted-average amortization of 12 years was assigned to the
customer base intangible and approximately $2 million, with a weighted-average amortization period of 5 years
was assigned to other intangibles. Intangible assets with estimable lives are amortized over their estimated useful
lives. Amortization expense totaled $19 million, $15 million and $7 million, in 2003, 2002 and 2001,
respectively. Based upon the current level of intangible assets, the annual amortization expense for the years
2004 through 2009 is expected to be approximately $18 million, $14 million, $14 million, $13 million

$11 million and $8 million, respectively. The after-tax impact of the annual amortization expense for the years
2004 through 2009 is expected to be approximately $15 million, $12 million, $12 million, $11 million, $9 million
and $7 million, respectively.
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10. Goodwill and intangible assets (continued)
Transitional disclosures

The Corporation adopted the provisions of SFAS No. 142, “Goodwill and Other Intangible Assets,” as of Jan. 1,
2002. SFAS No. 142 requires that goodwill and intangible assets with indefinite useful lives no longer be
amortized, but instead tested for impairment at least annually. Goodwill and intangible assets with indefinite
useful lives acquired in business combinations completed before July 1, 2001, were amortized through the end of
2001. The table below presents income from continuing and discontinued operations for 2001 adjusted to exclude
the amortization of goodwill in 2001.

Adjusted financial results - excluding the amortization of goodwill in 2001
(dollar amounts in millions, except per share amounts) 2003 2002 2001

Income from continuing operations $670 $ 663 $ 435
Plus after-tax impact of amortization of
goodwill from purchase acquisitions:

Goodwill - - 61
Equity method goodwill (a) - - 5
Adjusted income from continuing operations $670 $ 663 $ 501
Income from discontinued operations $ 31 $ 19 $ 883
Plus after-tax impact of amortization of
goodwill from purchase acquisitions - - 31
Adjusted income from discontinued operations $ 31 3 19 5 914
Adjusted net income $701 $682 $1,415

Eaming per share
Continuing operations:

Basic | ‘ $1.57 $1.52 $ .9
Goodwill amortization - - .14
Adjusted basic $1.57 $1.52 $ 1.06
Diluted $1.56 $1.51 $ 91
Goodwill amortization - - .14
Adjusted diluted $1.56 $1.51 $ 1.05
Discontinued operations:
Basic $ .07 $ .04 $ 1.87
Goodwill amortization - - .06
Adjusted basic $ .07 $ .04 $ 193
Diluted ' $ .07 $ .04 $ 1.85
Goodwill amortization - - .06
Adjusted diluted $ .07 $ .04 $ 191
Net income:
Basic $1.64 $1.56 $ 2.79
Goodwill amortization - - .20
Adjusted basic $1.64 $1.56 $ 299
Diluted $1.63 $1.55 $ 2.76
Goodwill amortization - - .20
Adjusted diluted $1.63 $1.55 § 2.96

(a) Relates to the goodwill on equity method investments and joint ventures. The income from these investments is recorded
in fee revenue.
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11. Other assets

Other assets Dec. 31,
(in millions) 2003 2002
Corporate-owned life insurance $1,699 $1,535
Receivables related to foreign exchange and derivative instruments 1,117 1,380
Prepaid pension assets 1,010 951
Equity investments 663 620
Equity in joint ventures and other investments (a) 337 276
Other prepaid expenses 144 166
Receivables and other assets 951 () 848
Total other assets $5,921 ‘ $3,776

(a) Relates to operating joint ventures and other investments including ABN AMRQO Mellon Global Securities Services B.V.,
CIBC Mellon Global Securities Services Company, CIBC Mellon Trust Company, Russell/Mellon Analytical Services,
Pareto Partners, Prime Advisors, Inc., various HR&IS joint ventures, and Banco Brascan. ‘

(b) Includes the Corporation’s 831 million ownership of the common capital securities of the statutory business trusts that
were deconsolidated in accordance with FIN 46 Revised, as further discussed in Note 15.

12. Deposits

The aggregate amount of time deposits in denominations of $100,000 or greater was approximately $1.4 billion at
Dec. 31, 2003, and $6.3 billion at Dec. 31, 2002.

At Dec. 31, 2003, the scheduled maturities of time deposits for the years 2004 through 2008, and 2009 and
thereafter are as follows: $1.400 billion, $25 million, $44 million, $52 million, $3 million and $14 million,
respectively.

13. Revolving credit agreement

In 2003, the Corporation signed a one-year $250 million revolving credit agreement with several financial
institutions that served as a support facility for commercial paper and for general corporate purposes. This facility
will expire in the second quarter of 2004. The credit facility has several restrictions, including a minimum 6%
Tier I ratio and a 1.30 maximum double leverage limitation. At Dec. 31, 2003, the Corporation was in
compliance with all of the restrictions.. There were no other credit facilities issued to subsidiaries of the
Corporation at Dec. 31, 2003, or 2002. No borrowings were made under any facility in 2003 or 2002.
Commitment fees totaled less than $1 million in 2003, 2002 and 2001.
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14. Notes and debentures (with original maturities over one year)

Notes and debentures (with original maturities over one year) at year-end (a)

(in millions) 2003 2002

Parent Corporation: '
4.875% Senior Notes due 2007 , $ 422 $ 428
5.00% Subordinated Notes due 2014 396 303
5.50% Subordinated Notes due 2018 251 -
5.75% Senior Notes due 2003 - 310
6.00% Senior Notes due 2004 201 209
6.375% Subordinated Debentures due 2010 343 342
6.375% Senior Notes due 2011 (3) 401 360
6.40% Subordinated Notes due 2011 331 340
6.70% Subordinated Debentures due 2008 248 247
6.875% Subordinated Debentures due 2003 _ - 151
7.50% Senior Notes due 2005 323 335

Mellon Bank, N.A.:
Medium-Term Senior Bank Notes due 2004-2007 (1.4% to 8.55% at Dec. 31, 2003

and at Dec. 31, 2002) 111 105
6.50% Subordinated Notes due 2005 267 275
6.75% Subordinated Notes due 2003 - 152
7.00% Subordinated Notes due 2006 325 335
7.375% Subordinated Notes due 2007 339 350
7.625% Subordinated Notes due 2007 251 251

Total notes and debentures (with original maturities over one year) $4,209 $4,493

(a) Amounts include the effect of fair value hedge adiustments.
(b) Amount was translated from Sterling into U.S. dollars on a basis of U.S. §1.79 to £1, the rate of exchange on Dec. 31,
2003, and on a basis of U.S. $1.61 to £1, the rate of exchange on Dec. 31, 2002.

In July 2003, the Corporation filed a new $2 billion shelf registration with the Securities and Exchange
Commission which was declared effective in August 2003. At Dec. 31, 2003, the Parent Corporation had

$1.75 billion of capacity to issue debt, equity and junior subordinated debentures. In June 2003, the Corporation
issued $100 million of 5% subordinated notes maturing in 2014. These notes are fully fungible with, and formed
a single series with, the $300 million of 5% subordinated notes maturing in 2014 that were issued by the
Corporation in November 2002. In November 2003, the Corporation issued $250 million of 5.50% subordinated
notes maturing in November 2018.

The Mellon Bank, N.A. notes are subordinated to obligations to depositors and other creditors. The medium-term
senior bank notes are subordinated to domestic depositors and are on par with other unsubordinated and
unsecured creditors of Mellon Bank, N.A.

The aggregate amounts of notes and debentures that mature during the five years 2004 through 2008 for the
Corporation are as follows: $206 million, $688 million, $325 million, $1.020 billion and $248 million,
respectively. The aggregate amounts of notes and debentures that mature during the five years 2004 through 2008
for Mellon Financial Corporation (Parent Corporation) are as follows: $201 million, $323 million, $0 million,
$422 million and $248 million, respectively.
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15: Junior subordinated deferrable interest debentures held by trusts that issued guafanteed capital debt
securities (junior subordinated debentures) / Guaranteed preferred beneficial interests in capital debt
securities issued by corisolidated trusts (trust-preférred securities)

The Corporation established two statutory business trusts, Mellon Capital I and Mellon Capital II, of which the
Corporation owns all of the common capital securities: These-trusts exist solely to issue guaranteed preferred
beneficial interests in the Corporation’s junior subordinated deferrable interest debentures. Prior to the adoption
of FIN 46 Revised, at year-end-2003, for financial reporting purposes, the trusts were treated as subsidiaries and
were consolidated into the financial statements of the Corporation. - The capital securities were presented as a
separate line‘item on the consolidated balance sheet as “Guaranteed preferred beneficial interests in the
Corporation’s junior subordinated deferrable interest-debentures (trust-preferred securities),” and the retained
common capital securities of the trusts were eliminated against the Corporation’s investment in the trusts.
Distributions- on the trust-preferred securities were reported as interest expense. The trusts have issued the trust- .
preferred securities and invested the net proceeds in junior subordinated deferrable interest debentures (junior
subordinated debentures) issued to the trusts by the Corporation.

At year-end 2003, upon the adoption of FIN 46 Revised, the trusts were deconsolidated. As a result, the junior
subordinated debentures are reported on the consolidated balance sheet as “Junior subordinated deferrable interest
debentures held by trusts that issued guaranteed capital debt securities.”  The Corporation will record interest
expense on the junior subordinated debentures. The Corporation also recorded in Other assets the $31 million of
common capital securities issued by the trusts The junior subordinated debentures are the sole assets of the
trusts.

The Corporation has the right to defer payment of interest on the junior subordinated:debentures at any time, or
from time to time, for periods not exceeding five years. If interest payments on the junior subordinated
debentures are deferred, the distributions on the trust-preferred securities also are deferred. Interest on the junior
subordinated debentures and distributions on the trust-preferred securities is cumulative. The Corporation,
through guarantees and agreements, has fully and unconditionally guaranteed all of the trusts’ obligations under
the trust-preferred securities. The junior subordinated debentures, less the common capital securities issued by
the trusts, continue to-qualify as Tier.I capital under.interim guidance issued by the Federal Reserve Board.

For purposes of the following table and discussion that follows, the terms and conditions of the trust-preferred
securities are treated as identical to the underlying junior subordinated debentures.

Liquidation Balances at

(dollar amounts. in millions, = . Stated = - - preference -Dec. 31,
except per security amounts) maturity - - - Payable - per security ,r 2003 (b)) 2002 (c)
7.72% Series A (a). - 12/01/26- . semiannual . $1,000.00 - $ 545 § 551
7.995% Series B . <o 115727 semiannual $1,000.00 - - - - 512 497
Total . N o 81,057 - - 81,048

(a) Amounts include the effect of. fazr value hedge adjustments.
{b) Amount of junior subordinated debentures. :
(c) . Amount of trust-preferred securities.

The junior subordmated debentures were each 1ssued fora face Value of $51 5 million and are reported net of .
issuance costs in the table above in the 2003 column. The trust-preferred securities were each issued for a face
value of $500 million and are reported net of issuance costs in the table above in the 2002 column. Both periods
are reported including the effect of fair value hedge adjustments, for the Series A securities. The debentures are
unsecured and subordinate to all senior debt (as defined) of the Corporation. The Series A and Series B
securities are redeemable, in whole or in part, at the option of the Corporation on or after Dec. 1, 2006, and

Jan. 15, 2007, respectively, or prior to those dates, in whole, within 90 days following receipt of a legal opinion
that, due to a change in the tax laws or an administrative or.judicial decision, there is a substantial risk that the

97



NOTES TO FINANCIAL STATEMENTS (continued)

15. Junior subordinated deferrable interest debentures held by trusts that issued guaranteed capital debt
securifies (junior subordinated debentures)/ Guaranteed preferred beneficial interests in capital debt
securities issued by consolidated trusts (trust-preferred securities) (continued)

tax deductibility of the interest could be disallowed (“tax event”) or the Corporation’s reasonable determination
that, due to a change in law or administrative or judicial decision, there is a substantial risk that Tier I capital
treatment could. be disallowed (“capital treatment event”). The Series A and Series B securities are redeemable at
103.86% and 103.9975%, respectively, of the liquidation amounts, plus accrued distributions, during the 12-
month periods beginning Dec. 1, 2006, and Jan. 15, 2007, respectively (the call dates). The redemption prices
decline for the Series A and Series B securities by approximately 39 basis points and approximately 40 basis
points, respectively, during each of the following 12-month periods, until a final redemption price of 100% of the
ligquidation amount is set for Dec. 1, 2016, and Jan. 15, 2017, respectively, and thereafter. If the securities are
redeemed following a tax event or capital treatment event, the greater of 100% of the principal amount or the sum
of the present value of the first redemption price plus.the present value of interest payments from the redemption
date to the call date will be paid. - .

16. Preferred stock

The Corporation has author1zed 50 million shares of preferred stock none of which was 1ssued at Dec. 31 2003,
2002, or 2001. :

17. Regulatory capital requirements

A discussion about the Corporation’s regulatory capital requirements for 2003 and 2002 is presented in the
“Regulatory capital” section-on pages.35 and 36 and is- mcorporated by reference into these Notes to Financial
Statements.

18. Noninterest revenue

The components of noninterest revenue for the three years.ended Dec. 31, 2003, are presented in the “Noninterest
revenue” table on page 7. That table, including through the “Total nomnterest revenue” line, is incorporated by
reference into these Notes to Financial Statements. : : :

19. Foreign exchange revenue and other trading revenue

The Corporation’s trading activities involve market-making in a variety of financial instruments including
currencies, U.S. Treasury and agency securities, municipal securities, money market instruments, asset-backed
securities, corporate bonds and equities, as well as related derivative instruments. The most significant portion of
the Corporation’s trading revenue relates to transactions undertaken with customers in such instruments. The
resulting market risk is generally mitigated by entering into matching or offsetting positions.

The Corporation may also enter into positions in such instruments based upon expectations of future market
conditions. The risk related to such unmatched or open positions is actively monitored and controlled by position
risk limits. To maximize net trading revenue, positions are generally managed together by instrument. In
addition, the net fair market value adjustments of credit default swaps are recorded in other trading revenue.
Trading revenue is presented on the income- statement as two separate items m nomnterest revenue: forergn
exchange revenue and other tradmg revenue. ‘




NOTES TO FINANCIAL STATEMENTS (conﬁnued) '

19. Foreign exchange revenue and other trading revenue (continued)

Foreign exchange revenue and other tradmg revenue.

(in millions) . oo 2003

Year ended Dec. 31

2002 - .2001

Foreign exchange contracts * I T e 28147 $146 s171
Debt instruments and-derivative contracts =~ - .« 1o L & Lo 18~ 10 17
Credit default swaps - = R .4 - . -
" Total foreign exchange revenue and other tradmg revenue (a) - $161 $156 $188

(a)" Includes an unrealized-gain of less than $1 million related to securities held in the trading portfolio at Dec. 31, 2003, an
unrealizedloss of approxzmately $7 mzllzon at Dec. 31; 2002 and an unrealized loss of approxzmately 34 million at

Dec. 31, 2001.

20. Net interest revenue : -

Net interest revenue .

Year.ended Dec. 31,

(in millions) -~ Co e T T 2003 2002 2001
Interest revenue - Interest and fees'on loans (loan fees ' L : T Sl

-, of $31, 840, and $48) - $291 S 429‘ . - $ 645

Interest-bearing deposits with banks . o .59 - 62 .. - 96

_ Federal funds sold and securities under resale agreements B 8 . 46

" Other i money market investments a 3 3 ) 8

Trading account securities 13 S T

Securities - taxable 489 502 367

** Securities - nontaxable .3 w25 e 12

.- Other (a) 23 - .19 T

L ‘Total interest revenue | . 917 1,056 .. 1,397

Interest expense Deposits in domestic offices 66 109 .. . 308

Deposits in foreign offices 48 63 122

Federal funds purchased and securities under repurchase agreements 16 30 65

Other short-term borrowings 30 307 - 58

Notes and debentures 130 135 191

. Trust-preferred securities (). 58 - - 79 279

Total interest expense 348 446 823

o Net interest revenue k $569 § 610 $ 574

{a) Interest revenue earned for sevvices provided to the Department of the Treasury in excess of the value of compensating -

balances during the period.

(b) Trust-preferred securities were deconsolidated at Dec. 31, 2003. See Note 15 for a further discussion.
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21. Business sectors

The Corporation’s business sectors reflect its management structure, the characteristics of its products and
services, and the distinct set of customers to which those products and services are delivered. Lines of business
that offer similar or related products and services to common or similar customer decision makers have been
aggregated into six core business sectors: Institutional Asset Management, Mutual Funds, Private Wealth
Management, Asset Servicing, Human Resources & Investor Solutions (HR&IS) and Treasury Services. .
Institutional Asset Management is comprised of Mellon Institutional Asset Management (MIAM), which consists
of a number of asset management companies offering a broad range of equity, fixed income, hedge and liquidity
management products; and Mellon Global Investments (MGI), which distributes investment management
products internationally. Mutual Funds consists of all the activities associated with the Dreyfus/Founders
complex of mutual funds. Private Wealth Management provides investment management, wealth management,
and comprehensive banking services for high net worth individuals, families, family offices, charitable gift
programs, endowments, foundations, professionals and entrepreneurs. Asset Servicing includes institutional trust
and custody and related services such as securities lending, investment management backoffice outsourcing,
performance measurement, benefits disbursements, transition management, commission recapture, transfer
agency, fund accounting and administration, Web-based investment management software and foreign exchange
and derivative products. HR&IS provides consulting, outsourcing and administrative services to design, build
and operate end-to-end solutions in human resources and shareholder services that leverage scalable operations
and technology. Treasury Services includes global cash management, credit products for large corporations,
insurance premium financing, commercial real estate lending, corporate finance, securities underwriting and
trading, and the activities of Mellon 1% Business Bank, National Association, in California.

For details of business sectors, see the tables, through “Average Tier 1 preferred equity” on pages 20 and 21, and
first three paragraphs on pages 21 and 22, as well as the first five paragraphs in the Other Activity section
beginning on page 31. The tables and information in those paragraphs are incorporated by reference into these
Notes to Financial Statements.

22. Income taxes

Income tax expense applicable to income from continuing operations before income taxes consists of:

Year ended Dec. 31,

(in millions) _ ; o : ‘ 2003 2002 2001
Current taxes: :
Federal : N ' $136 $315 $270
State and local 12 30 39
Foreign : 8 21 28
Total current tax expense ‘ 156 366 337
Deferred taxes:
Federal 167 (38) 97)
State and local 1 2 -
Foreign 1) (3) (H
Total deferred tax expense (benefit) ‘ 155 (43) (98)

Provision for income taxes $311 $323 $ 239




NOTES TO FINANCIAL STATEMENTS (continued)

22. Income taxes (continued)

In addition to amounts applicable to income before taxes, the followmg income tax (benefit) amounts were
recorded in shareholders’ equity: '

(in millions) 2003 - 2002 2001

Compensation expense for tax purposes in excess
of amounts recognized for financial statement purposes R (4 §) $(14y . $(36)
Other comprehensive results (22) 8 35
Total tax (benefit) $(33) 8 (6) 8 (1)

The provision for income taxes was different from the amounts computed by applying the statutory federal
income tax rate to income from continuing operations before income taxes due to the items listed in the following
table. The 2003 effective tax rate reflects a reduction for a higher level of tax exempt income and the favorable
resolution of certain state income tax 1ssues

(dollar amounts in millions) ' 2003 2002 2001
Federal statutory tax rate " 35% 35% 35%
Tax expense computed at statutory rate : $346 $346 $237
Increase (decrease) resulting from: .
State and local income taxes, net of federal tax benefit 1 18 ‘ 26
Amortization of goodwill - - 12
Tax exempt income - (36) (34) (31)
Other, net : \ - M (5)
Provision for income taxes ' $311 $323 $239
Effective income tax rate 31.4% 32.7% 35.4%

The tax effects of temporary differences that gave rise to significant portions of the deferred tax assets and
deferred tax liabilities are as follows:

‘ Dec. 31,
(in millions) ‘ 2003 2002 2001
Deferred tax: assets: : ‘ .
Accrued expense not. deductxble until paid : $243 $337 . $180
Provision for credit losses and
write-downs on real estate acquired 69 76 135
Occupancy expense 71 69 68
Other 80 145 175
Total deferred tax assets 463 627 558
Deferred tax liabilities:
Lease financing revenue 466 481 490
Depreciation and amortization 127 98 61
Unrealized gain on securities available for sale 1 68 47
Other 72 55 66
Total deferred tax liabilities 666 702 664
Net deferred tax liability $203 § 75 $106

101



NOTES TO FINANCIAL STATEMENTS (continued)

22. Income taxes (continued)

The Corporation determined that it was not required to establish a valuation allowance for deferred tax assets
because it is management’s assertion that the deferred tax assets are likely to be realized through a carryback to
taxable income in prior years, future reversals of existing taxable temporary differences and, to a lesser extent,
future taxable income.

Locations domiciled outside of the United States generated foreign pre-tax earnings of approximately $9 million
in 2003, $43 million in 2002, and $87 million in 2001.

23, Comprehensive results

Comprehensive results are defined as net income, as currently reported, as well as certain other items, as shown
below, not currently included in the income statement.

Accumulated unrealized gain (loss), net of tax : Dec. 31,

(in millions) 2003 2002 2001
Foreign currency translation adjustment, net of tax

Beginning balance $ (52) § (44) $(39)
Period change ) 96 (a) ® 5)
Ending balance $ 44 $(52) $(44)
Minimum pension liability, net of tax

Beginning balance $ 2 $ - $ -
Period change ' (4 2D -
Ending balance $ (25 $2D $ -
Unrealized gain (loss) on assets available for sale, net of tax

Beginning balance - $121 3 86 § 1
Period change (114) 35 85
Ending balance $ 7 $121 £ 86
Unrealized gain (loss) on cash flow hedges, net of tax

Beginning balance $ (7D $(12) § -
Period change 7 5 (12)
Ending balance $ - $ $(12) (b)
Total accumulated unrealized gain (loss), net of tax

Beginning balance $ 41 $ 30 $(38)
Period change (15) 11 68
Ending balance $ 26 $ 41 $ 30

(a) Primarily due to the foreign exchange effect on non-U.S. dollar denominated goodwill in Newton Management Limited.
(b) Includes discontinued operations.
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23. Comprehensive results (continued)

Tax effects allocated to each component of comprehensxve results Before tax Tax (expense)/ After-tax
(in millions) L e amount , . benefit . amount
Year ended Dec, 31, 2001 R ' _
Foreign currency translatlon adjustment $ (10) $ 5 $ (5
Unrealized gain (loss) on assets available for sale: ~~
Unrealized gain (loss) during the year . ...~ e L1320 (47) ' 85
Less: Reclassification adjustments - - - ’ -
Unrealized gain (loss) o 132 ; " (47) 85
Unrealized gain (loss) on cash flow hedges o (19) 7 (12)
Other comprehensive results $103 $(35) $ 68
Year ended Dec. 31, 2002:
Foreign currency translation adjustment $ (14) $ 6 $ (8
Minimum pension liability C (32) 11 @2n
Unrealized gain (loss) on assets avaﬂab]e for sale: .
Unrealized gain (loss) during the year S T 9y T T (35) . 60
“ Less: Reclassification adjustments =~ ™~ R 13 I ) 13 (25)
Unrealized gain (loss) . 57 0 o (22). 35
Unrealized gain (loss) on cash flow hedges 8 (3) 5
Other comprehensive results $ 19 3 (8) § 1
Year ended Dec. 31, 2003: .
Foreign currency translation adjustment $ 141 3(45) $ 96
Minimum pension liability . B N ¢ 3 4).
Unrealized gain (Joss) on assets avallable for sale: T ) B o ,
Unrealized gain (loss) during the year e (92) PR 37 (55)
Less: Reclassification adjustments - (90) 31 (59
Unrealized gain (loss) ’ (182) : 68 - (114)
Unrealized gain (loss) on cash flow hedges ‘ 11 )] ‘ 7
Other comprehensive results D : - S 5 (3D - o822 - (15
24. Employee benefits
Pension plans

The Corporation’s largest subsidiaries and several of its smaller subsidiaries sponsor trusteed, noncontributory,
defined benefit pension plans.” Together; these plans cover.substantially. all salaried employees of the

Corporation. The plans provide benefits that are based on the employees’ years of service and compensation. In
addition, several unfunded plans exist for certain ‘employees or. for purposes that are not addressed by the funded
plans.

The following tables report the combined data of the funded and unfunded plans. The impact of the amendments
shown for 2002 for the funded plans is primarily related to an increase in pension benefits granted to a majority of
the retired participants on Jan. 1, 2002. The impact of acqulsltlons shown in the following table for 2002 is
primarily related to the acquisition of Unifi Network. The impact of divestitures in 2001 is primarily related to
the Citizens transaction. .
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24. Employee benefits (continued)

2003 2002
(in millions) Funded Unfunded Funded Unfunded
Weighted-average assumptions used to determine benefit
obligations at Dec. 31
Discount rate 6.25% 6.25% 6.75% 6.75%
Rate of compensation increase 3.25 3.25 3.50 3.50
Change in projected benefit obligation
Benefit obligation at beginning of year $ 9% $139 $ 787 $128
Service cost 45 2 38 3
Interest cost 67 9 62 9
Amendments - - 28 2)
Actuarial loss 85 10 §2 12
Acquisitions - - 27 -
Benefits paid (36) an (34) (11)
Foreign currency exchange rate change 10 1 6 -
Projected benefit obligation at end of year $1,167 $150 § 996 $139
Change in plan assets
Fair value of plan assets at beginning of year $1,430 $ - $1,602 5 -
Return on plan assets ) 327 - (184) -
Acquisitions - - 29 -
Employer contributions 13 - 9 -
Benefits paid (36) - (34) -
Foreign currency exchange rate change 8 - 8 -
Fair value of plan assets at end of year (a) $1,742 $ - $1,430 $ -
Reconciliation of funded status with financial statements
Funded status at Dec. 31 $ 575 $(150) $ 434 $(139)
Unrecognized net transition asset - - 2) -
Unrecognized prior service cost 24 6 27 8
Unrecognized net actuarial loss 411 30 492 23
Net amount recognized at Dec. 31 $1,010 $(114) $ 951 $(108).

(a) Includes 3 million shares of Mellon Financial Corporation common stock, with market values of 396 million (6% of total plan assets)
and $78 million (5% of total plan assets) at Dec. 31, 2003 and 2002, respectively. The Mellon Bank, N.A. retivement plan received
approximately $2 million and $§1 million of dividends from Mellon Financial Corporation’s common stock in 2003 and 2002,

respectively.
2003 2002 2001
(dollar amounts in millions) Funded  Unfunded Funded Unfunded Funded Unfunded
Weighted-average assumptions as of Jan. 1
Discount rate 6.75% 6.75% 7.5% 7.5% 8.0% 8.0%
Expected return on assets ' 8.50 - 10.0 - 10.0 -
Rate of compensation increase 3.50 3.50 4.0 4.0 5.0 5.0
Components of net periodic benefit cost (credit)
Service cost $ 45 $2 $ 38 $3 $ 33 $2
Interest cost 67 9 62 9 59 9
Expected return on plan assets (159) - (188) - (181)
Amortization of transition asset ) - 2) - 2) -
Amortization of prior service cost 4 2 4 2 | 2
Recognized net actuarial (gain) loss 1 3 27) 2 40 1
Gain on divestitures - - - - 3) -

Net periodic benefit cost (credit) $ (44) $16 $(113) 516 $(134) $14
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24. Employee benefits (continued)

: ' S ) . : B 2003 : 2002
(in mtllzons) Lo ' . . .Funded Unfunded Funded Unfunded
Amounts recognized in the. balance sheet consist of: ) s :
Prepaid benefit cost ‘ - : $1,010 $ - $951 $. -
Benefit liability =~ . - ' L (20) (138) (18) -. . (130)
Intangible asset ' ‘ e 6 - 8
Accumulated other comprehensive loss 20 18 18 14
Net amount recognized at Dec, 31 ) . $1,010 T $(114) - $951 $(108)
Additional iriformation o - S o '
Increase in minimum liability included in other _ ,
comprehensive results , - $ 2 $ 4 § 18 $ 14

The accumulated benefit obligation for all funded defined benefit pension plans was $1.058 billion and »
$896 million at Dec. 31, 2003 and 2002, respectively. The accumulated benefit obligation for all unfunded
defined benefit plans was $138 million and $130 million at Dec. 31, 2003 and 2002 respectively.

The aggregate beneﬁt 0bhgat1on and falr value of plan agsets for the funded pension plans with benefit
obligations in excess of plan assets were $140 million and $121 million, respectively, as of Dec. 31, 2003 and
$108 million and $89 million, respectively, as of Dec. 31, 2002. The aggregate accumulated benefit obligation
and fair value of plan assets for the funded pension plans with accumulated benefit obligations in excess of plan
assets were $67 million and $58 million, respectively, as of Dec. 31, 2003 and $57 million and $48 million,
respectively, as of Dec. 31, 2002. :

The Corporation considers its accounting policy regarding pensions to be critical to the presentation of the
Corporation’s financial statements since it requires management to make complex and subjective estimates and
assumptions relating to amounts which are inherently uncertain. This pelicy is discussed below. L
Accounting principles for defined benefit pension plans are promulgated in SFAS No. 87, “Employe'rs
Accounting for Pensions.” The data above are prepared in accordance with SFAS No. 87. Three primary
economic assumptions influence the reported values of plan liabilities and pension costs. SFAS No: 87 directs
that each significant assumption used in the measurement of net periodic benefit costs (credits) shall reflect the
Corporation's best estimate solely with respect to that individual assumption. The Corporation takes the following
factors into considera_tion when establishing each assumption.

The discount rate represents an estimate of the rate at which retirement plan benefits could be effectlvely settled.
The Corporation obtains data on several reference points when setting the discount rate including current rates of
return available on longer term high grade bonds and changes in rates that have occurred over the past year. This
assumptlon is sensitive to movements in market rates that have occurred since the precedmg valuatron date and,
therefore, is likely to change from year to year

When setting its rate of compensatlon increase assumptlon the Corporation takes 1nto consrderatlon its recent
experience with respect to average rates of compensat1on increase, compensat1on survey data relative to average
compensation increases that other large corporations have awarded, and compensation increases that other large
corporations expect to award over the upcoming year. This assumption is somewhat sensitive to inflation and,
therefore, tends to change from year to year. The assumed rate of compensation increase was 3.25% and 3. 50% at
Dec. 31, 2003 and 2002, respectively.

The assumed rate of return on plan assets represents an estimate of long-term returns available to investors who
hold a mixture of stocks, bonds and cash equivalent securities. When setting its expected return on plan assets
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24. Employee benefits (continued)

assumption, the Corporation considers long-term rates of return on various asset classes (both historical and
forecasted, using data collected from various sources generally regarded as authoritative) in the context of -
expected long-term average asset allocations for its defined benefit pension plans. - Certain asset mix benchmarks
employed by institutional investors also serve as reference points. To develop assumed rates of return, for -
example, the Corporation applied a benchmark asset allocation of 65% stocks, 30% bonds and 5% cash equlvalent
securities, to the following long-term rates of return on each asset class.

Long-term rates of return - 2003 and after . . : ,  Prior t0'2003

Stocks 10% : 12%
Bonds § o _ 6% ' ‘ 7%
Cash equivalent securities . ‘ L 4% o A%,
Composite rate 8.5% 10%

As the previous table indicates, the Corporation has reduced its expected returns for equities and fixed income
securities for 2003 and the future. The Corporation believes that these individual rates of return are reasonable
estimates, based on long-term historical data, of the long-term returns that may be expected from each asset class,
and that a 65/30/5 assumed asset mix is a reasonable long-term benchmark for the Corporation’s pension plans.
Asset classes actually employed in the retirement plans, as well as asset allocatlcn, vary from time to time. This
assumption is set with a long-term horizon and, therefore is not necessarily expected to change on an annual basis.

The Corporation’s funded pension plans weighted-average asset allocations at Dec. 31, 2003 and 2002, by asset
category are as follows:

Weighted-average asset allocations ) 2003 ) , 2002

Asset category ' ' '

Equity securities ' A ‘ 69% o . 62%

Debt securities ‘ ‘ 29 N } 34

Cash and other  ~ e ‘ - 2 o S 4
Total ' ' ' ’ 100% ‘ ' o 100%

Each retirement plan is governed by fiduciaries who establish investment policy for that plan. Plan assets are
invested with the primary objective of satisfying obligations for future benefit payments. The investment policies
seek to preserve plan assets and to maximize long-term total return on them, subject to maintaining reasonable
constraints on overall portfolio volatility. The investment policies are also designed to comply with applicable
regulations (e.g., ERISA in the United States). In general, equity securities within any plan’s portfolio are
maintained in the range of 45% to 75% of total plan assets, fixed income securities range from 20% to 50% of
plan assets and other assets (including cash equlvalents) are held in amounts ranging from 0% to 10% of plan
assets. Asset allocation within the approved ranges varies from time to time based on economic conditions (both
current and forecast) and the advice of professmnal investment advisors retained by the fiduciaries.

The Corporation expects to make cash contr1but10ns to 1ts funded defined benefit pension plans in 2004 in the
range of $17 million to $24 million.
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24, Embloyee benefits (continued)

The Corporation maintains '.a»deﬁned:cootribution pension plan, which covers Newton Investment Management. -
employees along with other non-U.S:’employees. In 2003, 2002:and-2001; the Corporation recognized -
$7 million, $7 million and $6 million, respectively, of expense related to this plan.

Long-Term Prof t Incentive Plan

The Corporatron $ Long T erm Proﬁt Incentrve Plan (1996) prov1des for the issuance of stock optlons stock
appreciation rights, performance units, deferred cash incentive awards, shares of restricted stock-and deferred .
share awards to officers and other key employees. of the Corporation and its subsidiaries, as approved by the .
Human Resources Committee of'the Board of-Directors. Stock options may be granted at prices not less.than the
fair market value of-the common stock on the date of grant. Options may be exercised during fixed periods of
time from one year to 10 years from the date of grant: In the event of a change in control of the Corporation, as
defined in the plan, these options will become immediately exercisable, unless otherwise provided in the option
agreement. Total outstanding grants as of Dec. 31, 2003, 2002 and 2001 were 29,832,514; 25,271,345; and
21,321,194 shares, respectively. During 2003, 2002 and 2001, options for 6,836,075; 6,310,053; and 5,098,753
shares, respectively, were granted and options for 1,249,080; 1,029,364; and 3,303,757 shares, respectively, were
exercised. The expense recorded in 2003 -for these-options was $2 million pre-tax. There.was no expense
recorded in 2002 or 2001. At Dec. 31, 2003 and 2002; shares ayailable for grant were 6,760,115 and 14,164,232,
respectively. :

Included in the Dec. 31, 2003, 2002 arrd 2001 outstandmg grants were options for 199,560; 235,306; and 274,046
shares, respectively, that become exercisable in full near the end of their 10-year terms, but the exercise dates may
be accelerated to an earlier date: by the Human Resources Committee of the Board of Directors, based on the, - -

optionee’s and the Corporatlon $ performance There was no expense recorded for these options in 2003,.2002 -
and 2001. o IR

Restricted stock and deferred share-awards have also been issued and are outstanding under the Plan. These -~ -
awards are discussed in the “Profit Bonus Plan, Mellon Incentive Compensation Plan and Restricted Stock - -
Awards” section on page 111, ‘

Stock Option Plans for Outside Directors

The Corporation has two stock option plans that currently provide for the granting of options to non-employee.
members of the Corporation’s Boards of Directors. The Stock Option Plan for Outside Directors (2001) provides
for grants of stack options to the non-employee.directors of the Corporation and members of the Corporation’s

- Advisory Board of Directors. The Stock Option Plan for Affiliate Boards of Directors (1999) provides for grants
of stock options to the non-employee members of those boards who are not also members of the Corporation’s
Board of Directors. No grants can be made to employees of the Corporation under these plans. The timing,
amounts, recipients and other terms of the option grants are determined by the terms of the directors’ option plans
and no person or committee has discretion over these grants. The exercise price of the options is equal to the fair
market value of the common stock on the grant date. All options have a term of 10 years from the regular date of
grant and become exercisable one year from the regular grant date. Directors elected during the service year are
granted options on a pro rata basis to those granted to the directors at the start of the service year. In the event of
a change in control of the Corporation, as defined in the directors stock option plans, all outstanding options
granted under the directors stock option plans will become immediately exercisable. Options are also currently
outstanding under Stock Option Plan for the Mellon Financial Group West Coast Board of Directors (1998). This
plan was terminated in 2003, no grants were made under it in 2003 and no further grants will be made thereunder.
Total outstanding grants as of Dec. 31, 2003, 2002 and 2001, were 916,757; 971,235; and 1,160,595 shares,
respectively. During 2003, 2002 and 2001, options for 59,482; 56,900; and 86,484 shares, respectively, were
granted and options for 113,960; 224,760; and 132,180 shares, respectively, were exercised. The expense
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24. Employee benefits (continued)

recorded in 2003 for these options was less than $1 million pre-tax. There was no expense recorded in 2002 or
2001. At Dec. 31, 2003 and 2002, shares availablé for grant were 486,739 and 546,221, respectively.

Dreyfus Stock Option Plan

Dreyfus had a stock option plan prior to the August 1994 merger with the Corporation. Options granted under
this plan were not exercisable within two-years nor more than 10 years from the-date of grant. Options for
Dreyfus stock were automatically converted into options for the Corporation’s common stock on the merger date.
There were no outstanding grants as of Dec. 31, 2003. Total outstanding grants as of Dec. 31, 2002 and 2001,
were 50,000 and 85,400 shares, respectively. No options were granted in 2003, 2002 and 2001. No further
options will be granted under this plan. All remaining outstanding options were exercised during 2003. Optlons
for 29 000 and 109,648 shares were exercised in 2002 and 2001 , respectively.

Summarjy

The following table summarizes stock option activity for the Long-Term Profit Incentive Plan, the Stock Option
Plans for Outside Directors and the Dreyfus Plan. Requirements for stock option shares can be met from either
unissued or treasury shares. All shares issued in 2003, 2002 and 2001 were from treasury shares.

. Shares subject Average exercise
Stock option activity - - ' . to option price
Balance at Dec. 31, 2000 B ’ ' 22,620,880 $25.59
Granted -~ - SRR ' S 5,185,237 (a) 39.28
Exercised : : S (3,545,585) ' 17.91
Forfeited ‘ (1,693,343) 37.17
Balance at Dec. 31, 2001 22,567,189 29.07
Granted : : : . : 6,366,953 (@} . 28.74
Exercised. o o ' - ‘ o (1,283,124) 13.53
Forfeited (1,358,438) 35.43
Balance at Dec. 31, 2002 26,292,580 29.42
Granted 6,895,557 (@) 29.52
Exercised (1,413,040) 12.86
Forfeited _ : A , (1,025,826) 33.73
Balance at Dec. 31,2003 - 30,749,271 $30.06

(a) Using the Black-Scholes option pricing model, the wezghted—average fair value of options granted in 2003, 2002 and
-2001 was estimated at 87.13, $8.82 and $12. 03 per share, respectively. See Note 1 for a discussion of the pricing
assumptions.
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24. Employee benefits (continued)

The following table summarizes the characteristics of stock options outstanding under the Long-Term Profit
Incentive Plan and the Stock Option Plans for Outside Directors at Dec. 31, 2003,

Stock options outstanding at Dec. 31, 2003

Outstanding Exercisable (b)
Average Average Average
, remaining exercise exercise
Exercise price range Shares life (@) price Shares price
$9.31 - $23.84 4,592,856 2.7 $13.22 4,088,417 $11.99
$23.88 - $24.46 5,030,889 7.5 24.33 2,395,878 24.20
$24.65 - 830.50 - 1,679,338 6.9 27.69 859,725 29.22
$30.57 - $30.59 5,628,308 10.0 30.57 - -
$30.61 - $35.13 2,588,931 5.1 33.82 2,460,745 33.85
$35.25 - §38.39 3,356,181 6.1 36.06 2,819,907 35.70
$38.50 - $39.65 S 4,354,150 77 38.57 2,449,548 38.55
$40.25 - $50.88 S 3,518,618 6.7 41.52 2,913,489 41.09
30,749,271 6.8 $30.06 17,987,709 $29.48

(a) Average contractual life remaining in years. »
(b) At Dec. 31, 2002 and 2001, 15,705,711 and 14,034, 702 options were exer czsable at an average price of $26.92 and
$23.08, respectively.

Broad-Based Employee Stock Options

In June 1999, the Corporation adopted its ShareSuccess Plan, a broad-based employee stock option plan covering
full- and part-time benefited employees who are not participants in the Long-Term Profit Incentive Plan discussed
previously. Effective June 15, 1999, each full-time employee was granted an option to purchase 150 shares and
each benefited part-time employee was granted an option to purchase 75 shares of the Corporation’s common
stock. Additional grants, of the same number of shares, were made June 15, 2000, June 15, 2001 and June 17,
2002. (In addition, effective June 15, 2001, each non-benefited part-time employee was granted 75 options.) The
exercise price was equal to the stock price on the grant date. The options become exercisable after seven years, or
at any time after one year from the grant date if the Corporation’s common stock closing market price equals or
exceeds a predetermined price for 10 consecutive trading days. In the event of a change in control of the
Corporation, as defined in the plan, these options become immediately exercisable, subject to certain conditions.
All outstanding options expire 10 years after the grant date. On Nov. 10, 2000, the options granted on June 15,
1999, vested when the Corporation’s common stock closing market price met or exceeded $45 per share for.

10 consecutive trading days. The options granted in 2000, 2001 and 2002 have not yet vested and will vest,
respectively, when the Corporation’s common stock closing market price meets or exceeds $50, $60 and $45 per
share for 10 consecutive trading days. No expense was recorded in 2003, 2002 or 2001 for these options. The
following table presents the activity in the ShareSuccess Plan during 2003, 2002 and 2001. Al shares issued
were from treasury shares. At Dec. 31, 2003 and 2002, shares available for grant were 2,282,745 and 1,344,487,
respectively. The ShareSuccess Plan does not anticipate additional annual broad-based grants in the near term.

109



NOTES TO FINANCIAL STATEMENTS (continued)

24. Employee benefits (continued)

Shares subject ‘Average
Broad-based options to option exercise price
Balance at Dec. 31, 2000 4,344,615 $35.78
Granted 3,247,200 44,00
Exercised (385,795) 33.67
Forfeited ' (1,483,755) 40.03
Balance at Dec. 31, 2001 5,722,265 36.48
Granted 2,849,505 33.68
Exercised (33,025) 33.71
Forfeited (883,762) 39.77
Balance at Dec. 31, 2002 7,654,983 37.31
Granted - R
Exercised . _— -
Forfeited . (938,258) 37.24
Balance at Dec. 31, 2003 (a) 6,716,725 $37.32

(a) The exercise price for all options outstanding ranged from 333.63 to 8344.00. The average remaining contractual life
was 7.3 years for all options outstanding at Dec. 31, 2003. At Dec. 31, 2003, 955,495 shares were exercisable at an
average share price of $33.67. At Dec. 31, 2002, 1,067,613 shares were exercisable at an average share price of
833.67. At Dec. 31, 2001, 1,160,195 shares were exercisable at an average share price of $33.67. There were no
options granted in 2003. Using the Black-Scholes option pricing model, the average fair value of options granted in
2002 and 2001 was estimated at $11.11 and $10.64 per share, respectively. See Note 1 for a discussion of the pricing
assumptions.

Employee Stock Purchase Plan

In early 2001, the Corporation introduced an employee stock purchase plan (ESPP). All active employees of the
Corporation and designated subsidiaries are eligible to participate. Until 2003, participants purchased the
Corporation’s common stock at 85% of its fair market value on either the first trading day or last trading day of
each purchase period, whichever was lower. Effective March 1, 2003, participants purchased common stock at
95% of its fair market value on the last trading day of each three month purchase period. No charge to earnings is
required with respect to this plan. In 2003, 497,599 shares were issued at prices ranging from $19.13 to $29.78.
In 2002, 871,908 shares were issued at prices ranging from $22.28 to $30.91. At Dec. 31, 2003, 8,133,335 shares
were available for purchase. '

Pro forma cost of stock options
See “Stock options” in Note 1 for a discussion of the pro forma costs of stock options.
401(k) Retirement Savings Plan

Employees’ payroll deductions contributed into retirement savings accounts are matched by the Corporation’s
contribution of common stock, at the rate of $.65 on the dollar, up to 6% of the employee’s base salary. The
contribution rates will remain at $.65 on the dollar in 2004. In 2003, 2002 and 2001, the Corporation recognized
$31 million, $31 million and $21 million, respectively, of expense related to this plan and contributed 1,142,283;
931,650; and 490,572 shares, respectively. All shares contributed in 2003, 2002 and 2001 were issued from
treasury stock. The plan held 13,369,211; 12,824,293; and 12,276,161 shares of the Corporation’s common stock
at Dec. 31, 2003, 2002 and 2001, respectively.
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24. Employee benefits (continued)
Profit-Bonus Plan; Mellon Incentive: Com‘pensatiah Plan and Restricted Stock Awards :

Performance-based awards are made to key employees at the drscretron of the Human Resources Committee of
the Board of Directors. The granting of these awards is based upon the performance of the key employees and on
the Corporation’s overall performance (or particular business line performance) in achieving its objectives. At the
Committee’s election, awards:may be paid in a lump sum or may be deferred and paid over a period of up to

15 years. The value of awards granted was $48 million, $48 million and $54 million in 2003, 2002 and 2001,
respectively, and can be in the form of cash, common stock, restricted stock or deferred share awards equivalent
to restricted stock. Employees are generally prevented from selling or transferring restricted stock or deferred
share awards for a three-year period, and except in certain circumstances the shares or units are forfeited if-
employment is terminated during that period. Restricted stock, awarded in connection with the Profit Bonus Plan,
totaling 118,950; 193.457; and 80,350 shares, with a weighted-average market value on the date of grant of
$33.47, $23.19 and $38.70 per share, was awarded for 2003, 2002 and 2001, respectively. In addition to the
restricted stock awarded in connection with the Profit Bonus Plan in 2003, 2002 and 2001, there were 1,542,043;
1,288,579; and 1,238,988 restricted shares awarded, respectively, to senior officers and various key employees
with a weighted-average grant-date- per share market value of $23.86; $37.40; and $42.06, respectively. Vesting
of these shares is primarily related to performance and is expected to occur over a three-to-seven-year period.
Performance accelerated grants cliff-vest in full after seven years. In the event of a change in control of the
Corporation, as defined in the plan, the restrictions on sale or transfer will immediately terminate. The total
compensation expense recognized for these restricted shares was $24 million, $24 million and $15 million in
2003, 2002 and 2001, respectively. Total outstanding shares of restricted stock and deferred share awards as of
Dec. 31,2003, 2002 and 2001 were 4,625,374; 3,534,266; and, 2,829,385, respectively. All grants of restricted
stock are made under the’ Corporatlon s Long-Term Profit Incéntivé Plan (1996) discusséd on page 107 under
“Long-Term Profit Incentive Plan.”

Employe‘e’.Szo‘ck'Ownershlp Plan . . v‘ff"

In l989 an Employee Stock Ownershlp Plan (ESOP) was formed to hold certam ‘'shares of Mellon Financial
Corporation common stock previously held in other defined contnbutron plans sponsored by the Corporation and
its subsidiaries. The ESOP was merged with and. 1nto the Corporatron s 401(k) Retirement Savings Plan in June
2002. Assets formerly in the ESOP are now in the 401(k) trust and are included in partlclpants 401(k) plan
statements. At Dec. 31, 2001 thrs plan held 218 826 shares of the Corporatron s common stock

Postretzrement benef ts other than pensions .

The Corporation shares in the cost of providing managed care, Medicare supplement and/or major medical
programs for former employees who retrred prior to Jan. 1, 1991 and grandfathered employees who met certain
age and service requirements ds of Jan. 1, 1991. Former employees of Buck Consultants who retired prior to
Jan. 1, 2001 and grandfathered employees who met certain age and service requirements as of Dec. 31, 2000 are
e11g1ble for both pre-65 and post-65 medical coverage based on the cost sharing arrangements under the Buck
plan as of Dec. 31, 2000. Employees who retire prior to age 65 with 15 years of service who are not a part of
either grandfathered group are eligible for.a defined dollar supplement to assist them in purchasmg health
insurance coverage under the same plans offered to active employees. When these non—grandfathered retirees
reach age 65, they become responsible for their own Medicare supplemental coverage. The net periodic benefit
cost of providing these beneﬁts determined in accordance with-SFAS No. 106, “Employers Accountmg for
Postretirement Benefits Other Than Pensions,” ‘amounted to $7 million in 2003, $6 million in 2002 and

$5 million in 2001. Early retirees who do not.meet the service requrrement are eligible to purchase health
coverage at their own expense under the standard plans that are offered to active employees through COBRA.
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The following table sets forth the components of the costs and liability of the Corporation’s postretirement health
care and life insurance benefits programs for current and future retirees.

Accumulated
Accrued postretirement postretirement Unrecognized
benefit cost benefit obligation transition obligation
(in millions) 2003 2002 2001 2003 2002 2001 2003 2002 2001
Balance at Jan. 1 $59 $57 $s6 $62 $58 356 $(15)  $(17) . $(23)
Recognition of comporents of
net periodic postretirement
benefit costs:
Service cost 1 2 1 1 2 1 - - -
Interest cost 5 4 4 5 4 4 - - -
Amortization of:
Transition obligation 1 2 2 - - - 1 2 2
(gains) losses - 2) (2) - - - - -
7 6 5 6 6 5 1 2 2
Actuarial (gains) losses
including a change in the
discount rate - - - 14 2 5 - - -
Divestitures - - - - - 4) - - 4
Benefit payments 5 “@ “ O] 4 4) - - -
Balance at Dec. 31 $61 $59 857 $77 562 $58 $(14) $(15) s(17)

Discount rates of 6.75% and 7.5%, respectively, were used to estimate the 2003 and 2002 net periodic post
retirement benefit costs, and rates of 6.25% and 6.75% were used to value the accumulated postretirement benefit
obligations (APBO) at year-end 2003 and 2002, respectively. A health care cost trend rate was used to recognize
the effect of expected changes in future health care costs due to medical inflation, utilization changes,
technological changes, regulatory requirements and Medicare cost shifting. The future annual increase assumed
in the cost of health care benefits was 10% for 2003 and was decreased gradually to 4.75% for 2010 and
thereafter. The health care cost trend rate assumption may have a significant impact on the amounts reported.
Increasing the assumed health care cost trend by one percentage point in each year would increase the APBO by
approximately $7 million and the aggregate of the service and interest cost components of the net periodic
postretirement benefit cost by less than $1 million. Decreasing the assumed health care cost trend by one
percentage point each year would decrease the APBO by approximately $6 million and the aggregate of the
service and interest cost components of the net periodic postretirement benefit cost by less than $1 million. The
$14 million increase to the APBO in 2003 for the “Actuarial (gains) losses including a change in the discount
rate” primarily resulted from lowering the discount rate in 2003 and increasing the assumed health care cost trend
rate.

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the Act) was
signed into law. The Act introduces a prescription drug benefit under Medicare (Medicare Part D) as well as a
federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at least actuarially
equivalent to Medicare Part D. In accordance with FASB Staff Position 106-1, any measure of the APBO or net
periodic postretirement benefit cost in the financial statements or accompanying notes do not reflect the effects of
the Act on the plan. Specific authoritative guidance on accounting for the federal subsidy is pending. The impact
of the Act on the Corporation’s APBO or net periodic postretirement benefit cost is not expected to be material.
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25. Restrictions on dividends and regulatory limitations

The prier approval of the Office of the Comptroller of the Currency (OCC) or the Federal Reserve Board, as
applicable;is required if the total of all dividends declared by a national or state member bank subsidiary in any
calendar year exceeds the bank subsidiary’s net profits, as defined, for that year, combined with its retained net.
profits for the preceding two calendar years. Additionally, such bank subsidiaries may not declare dividends.in
excess of net profits on hand, as defined, after deducting the amount by which the principal amount of all loans on
Wthh mterest is past due for a period of six months or more exceeds the reserve for credit losses.

Under the first and currently more restrictive of the foregoing federal dividend limitations, the Corporation’s
bank subsidiaries can, without prior regulatory approval, declare dividends subsequent to Dec. 31, 2003, of up to
approximately $145 million of their retained earnings of $1.691 billion at Dec. 31, 2003, less any dividends

declared and plus or minus net profits or losses, as defined, earned between Jan. 1, 2004, and the date of any such
dividénd declaration. - :

The payment of dividends also is limited by minimum capital requirements imposed on banks. The :
Corporation’s bank subsidiaries exceed these minimum requirements. The bank subsidiaries declared dividends
of $647 million in 2003, $908 million in 2002 and $770 million in 2001. The Federal Reserve Board and the
OCC have issued additional guidelines that require bank holding companies and national banks to contmually
evaluate the level of cash dividends in relation to their respectlve operating income, capltal needs .asset quahty
and overall ﬁnanc1al condition. :

The Federal Reserve Act limits extensions of credit by the Corporation’s bank sub51d1ar1es to the Corporat1on and
to certain other affiliates of the Corporation, and requires such extensmns to be collaterahzed and limits the
amount of investments by the banks in these entities. At Dec. 31, 2003, such extensions of credit and investments
were limited to $349 million to the Corporation or any other afﬁhate and to $699 million in total to the
Corporation and all of its other affiliates. Outstanding extensions of credit net of collateral subject to these limits
were $49 million at Dec. 31, 2003.

26. Legal proceedings

Various legal actions and proceedings are pending or are threatened against the Corporation.and its subsidiaries,
some of which seek relief.or damages in amounts that are substantial. These actions and proceedings arise in the
ordinary course of the.Corporation’s businesses and operations and include suits relating to its lending, .
collections, servicing, investment, mutual fund, advisory, trust, custody, benefits consulting, shareholder services,
cash management and other activities and operations. Because of the complex nature of some of these actions-
and proceedings, it may be a number of years before such matters ultimately are resolved. After consultation
with legal counsel, management believes that the aggregate liability, if any, resulting from such pending and
threatened actions and proceedings will not have a material adverse effect on the Corporatlon s financial
condition, results of operat10ns and cash flows.. :

27. Fmanclal mstruments w1th off-balance-sheet risk .
Ojf-bctlance-shéet risk

In the normal course of business, the Corporation becomes a party to various financial transactions that are not
fully recorded on its balance sheet under GAAP.: Because these transactions are not funded, they are-not .
reflected on the balance sheet and are referred to as financial instruments with off-balance-sheet risk. The.
Corporation offers off-balance-sheet financial instruments to enable its customers to meet their financing
objectives. Providing these instruments generates fee revenue for the Corporation. These off-balance-sheet
instruments are subject to credit and market risk. The Corporation manages credit risk by dealing enly with -
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27. Financial instruments with off-balance-sheet risk (continued)

approved counterparties under specific credit limits and by monitoring the amount of outstanding contracts by
customer and in the aggregate against such limits. Counterparty limits are monitored on an ongoing basis.
Market risk arises from changes in the market value of contracts as a result of the fluctuations in interest and
currency rates. ‘ o

Off-balance-sheet financial instruments with contract amounts that represent credit risk (a) Dec. 31,

(in millions) 2003 2002
Commitments to extend credit (b): : e I »
Expire within one year : _ o ' . - $ 8,305 $11,067
Expire within one to five years ‘ ’ S . 7,211 7,678
Expire over five years 5 . ‘ Co ‘ 164 109
Total commitments to extend credit 15,680 18,854
Commercial letters of credit (c) ) 8 B 34

Other guarantees and indemnities: o
Standby letters of credit and foreign and other guarantees (d) ‘ 1,351 1,863

Custodian securities lent with indemnification against broker default of return of securmes » 67,299 45,771
Liquidity support provided to TRFC '822 © 1,222

(a) In addition, the Corporation had commitments to fund venture capital investments of 3175 million and $239 million, at
Dec. 31, 2003 and 2002, respectively. _

(b) Net of participations totaling $439 million and $588 million at Dec. 31, 2003 and 2002, respectively.

(c) Net of participations and collateral totaling $31 million and $27 million at Dec. 31, 2003 and 2002, respectively.

(d) Net of participations and cash collateral totalzng 8208 million and $203 million at Dec 31, 2003 and 2002
respectively.

Commitments to exiend credit

The Corporation enters into contractual commitments to extend credit, normally with fixed expiration dates or
termination provisions, at specific rates and for specific purposes. The majority of the Corporation’s
commitments to extend credit are contingent upon customers meeting certain pre-established conditions of
lending at the time of loan funding. Most of the Corporation’s commitments to extend credit include material
adverse change clauses within the commitment contracts. These clauses allow the Corporation to deny funding a
loan commitment if the borrower’s financial condition deteriorates during the commitment period, such that the
customer-no longer meets the pre-established conditions of lending. The Corporation’s maximum exposure to
credit loss upon the occurrence of any event of default by the customer is represented by the contractual amount
of the commitment to extend credit. Accordingly, the credit policies utilized in committing to extend credit and
in the extension of loans are the same. Market risk arises on commitments to extend fixed rate loans if interest
rates have moved adversely subsequent to the extension of the commitment or if required market spreads widen.
The Corporation believes the market risk associated with commitments is minimal.* Since many of the
commitments are expected to expire without being drawn upon, the total contractual amounts do not necessarily
represent future cash funding requirements. The amount and type of collateral obtained by the Corporation are
based upon industry practice, as well as its credit assessment of the customer. Of the $15.7 billion of contractual
commitments for which the Corporation has received a commitment fee or which were otherwise legally binding,
approximately 53% of the commitments are scheduled to expire within one year, and approximately 99% are
scheduled to expire within five years. Total commitments to extend credit decreased $3.2 billion, or 17%, at
Dec. 31, 2003, compared to Dec. 31, 2002, with commitments to extend credit expiring over one year decreasing
$412 mitlion, or 5%; at Dec. 31, 2003 compared to Dec. 31, 2002. This reduction primarily resulted from
actions taken as part of the Corporatlon s strategy to.reduce credlt risk.
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27. Financial instruments with off-balance-sheet risk (continued)
Letters of credit and forezgn and other guarantees

There are two pr1nc1pal types of letters of credlt--standby and commermal ‘The off-balance-sheet credit risk
involved in issuing standby and commercial letters of credit is represented by their.contractual amounts and is
essentially the same as thecredit risk involved.in commitments to extend credit. The Corporation minimizes this
risk by adhering to its written credit policies.and by requiring security and debt covenants similar to those
contained in loan agreements. The Corporanon believes the market risk associated with letters of credit and
foreign guarantees is rmmmal : :

Standby letters of credit and foreign and other guarantees irrevocably obligate the Corporation for a stated period
to disburse funds to a third-party beneficiary if the Corporation’s customer fails to perform under the terms of an
agreement with the beneficiary. Standby letters of credit and foreign and other guarantees are used by the
customer as a credit enhancement and typically expire without being drawn upon. The amount and type of any
collateral are based on industry practices; as well as a credit assessment of the customer. The Corporation’s
outstanding exposure to standby letters of credit at Dec. 31, 2003 was $1.4 billion, with 97% maturing within
three years. At Dec. 31,2003, the Corporation had a $14 million reserve for credit exposure to outstanding letters
of credit. The Corporation must recognize, at the inception of standby letters of credit and foreign and other
guarantees, a liability for the fair value of the obligation undertaken in issuing the guarantee. At Dec. 31, 2003,
the Corporation had a liability of $7 million related to letters of credit issued or modified in 2003. As required by
FIN 45, the fair value of the liability, which was recorded with an offsetting asset in Other assets, was estlmated
as the present value of contractual customer fees. -

Standby letters of credit and foreign and other guarantees Weighted-average
K ‘ years to maturity
- e - Dec. 31, . atDec. 31,

(dollar amounts in millions) . , - 2003 2002 - 2003 . .2002
Commercial paper and other debt . , - - $ 93 - § 157 - 1.1 14
Tax-exempt securities o ) o 92 131 . 14 1.7
Bid- or performance-related ‘ o 315 489 7 5
Other commercial . 851 1.086 1.0 1.0
Total standby letters of credit and foreign and other guarantees $1,351 $1,863 9 - 1.0

A commercial letter of credit is normally a short-term instrument used to finance a commercial contract for the.
shipment of goods from a seller to a buyer. This type of letter of credit ensures prompt payment to the seller in
accordance with the terms of the contract. Although the commercial letter of credit is contingent upon the
satisfaction of specified conditions, it represents a credit exposure if the buyer defaults on the underlying,
transaction. Normally, reimbursement from the buyer is coincidental with payment to the seller under commercial
letter of credit-drawings. As a result, the total contractual amounts do not necessarily represent future cash
requirements.

Securities lending )

A securities lending transaction is a fully collateralized transaction in which the owner of a security agrees to lend
the security through an agent (the Corporation) to a borrower, usually a broker/dealer or bank, on an open,
overnight or term basis, under the terms of a prearranged contract, which generally matures in less than 90 days.
The borrower will collateralize the loan at all times, generally with cash or U.S. government securities, exceeding
100% of the market value of the loan, plus any accrued interest on debt obligations. Cash collateral is generally
reinvested in commercial paper, repurchase agreements and money market funds.
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The Corporation currently enters into two types of agency securities lending arrangements--lending with and
without indemnification. In securities lending transactions without indemnification, the Corporation bears no
contractual risk of loss. For:transactions in which the Corporation provides an indemnification, risk of credit loss
occurs if the borrower defaults on returning the securities and the value of the collateral declines. Because the -
Corporation generally indemnifies the owner of the securities against borrower default only, which is
indemnification for the difference between the market value of the securities lent and any collateral deficiency,
the total contractual amount does not necessarily represent future cash requirements. Additional market risk
associated with securities lending transactions arises from interest rate movements that affect the spread between
the rate paid to the securities borrower on the borrower’s collateral and the rate the Corporation earns on that
collateral. This risk is controlled through policies that limit the level of such risk that can be undertaken.

Commitments to fund venture capital investments

The Corporation has commitments to provide capital financing to third party investment funds and partnerships.
The timing of future cash requirements is generally dependent on the investment cycle, which is the period over
which companies are funded and ultimately sold, merged, or taken public. The timing of these factors can vary
based on market conditions and cn the nature and type of industry in which the companies operate.

Other guarantees and indemnities

In the normal course of business, the Corporation offers guarantees in support of certain joint ventures and
subsidiaries, and certain other guarantees and indemnities.

Mellon Bank,; N.A. and ABN AMRO Bank N.V. entered into a joint venture to provide global securities services,
with operations commencing in January 2003. Each of the two partners signed a statutory declaration under
Dutch law as of Dec. 31, 2002, to be jointly and severally liable with the joint venture to parties that have a
provable contractual debt or damage claim. The benefit of this declaration is potentially available to all creditors
and customers of the joint venture with valid legal claims where the joint venture has defaulted, and totaled
approximately $19 billion at Dec. 31,2003 primarily relating to securities lending activity. This amount assumes
that there is no capital or assets of the joint venture to satisfy such claims and that there is no level of contribution
by ABN AMRO Bank N.V.

As of Dec. 31, 2003, the Corporation provided a guarantee for one-half of a $6 million debt incurred by Pareto
Partners, in which the Corporation has a 30%equity interest.

The Corporation provides TRFC liquidity support and a letter of credit in support of TRFC s commercial paper
See pages 90 and 91 of Note 7 for a detailed dlscuSSIOIl of these arrangements.

The Corporation has issued put options to holders of certificates sold by certain qualifying special-purpose
entities (QSPEs), relating to the Corporation’s jumbo mortgage securitizations. The put options alilow the holders
to sell the certificates, collateralized by the principal of the loans, to the Corporation at specified prices based on
the then outstanding principal amount of the certificates at future dates if certain triggering events occur over the
next five years. The total certificates outstanding from the QSPEs at Dec. 31, 2003 subject to such agreements
was $32 million. The liability for the put options has been reduced to zero at Dec. 31, 2003.
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27. Financial instruments with off-balance-sheet risk (continued)

The-Corporation has also provided standard representations for underwriting agreements, acquisition and
divestiture agreements, sales of loans and commitments,-.and other similar type of arrangements and customary
indemnification for claims and legal proceedings related to its provision of financial services. The Corporation
has purchased insurance to mitigate certain of these risks. The Corporation is a minority equity investor in, and
member of, several industry clearing or settlement exchanges through which foreign exchange; securities or other
transactions settle. Certain of these industry clearing or settlement exchanges require their members to guarantee
their obligations and liabilities or to provide financial support in the event other partners do not honor their -
obligations. It is.not possible to estimate a maximum potentlal amount.of payments that could be requxred with
such agreements R :

28. Derivative instruments used for trading and risk management purposes

Derivative instruments used for trading ' Dec.3l,

and risk management purposes (a) Notional amount Credit risk

{in millions) 2003 2002 2003 - . 2002
Trading: _

Commitments to purchase and sell foreign currency contracts -~ - $54,319 £31,348 - $ 1,698 $ 685

Foreign currency option contracts purchased
Foreign currency option-contracts written.. - - Lo 4,928 15,871 S -
Interest rate.agreements:

c 5,602 14,421 , 159 292

Interest rate swaps ‘ ' 9,886 9,960 255 386
Options, caps and floors purchased 542 619 222
Options, caps and floors written = B . 513 682 S - -
Futures and forward contracts ~~ ~ -~ T 13220 13,651 ) - -
Other products ' S o . 1,168 246 109 4]
Risk management: * = S SR a '
Interest rate swaps S : 2,720 4,639 ' 195 297
oo SR A s 0 $2418 81,703
Effect. ofmaster nettmg agreements o R . e T ‘ (1,301 - (323)
Total net credit risk . - EE : : . . - $1,117 $1,380

(a) The amount of ¢redit risk associated with these instruments is hmzted to the cost of replacing a contract in a gain
position; on which a counterparty may default. The credit risk associated with these instruments is calculated after
tconszdermg master netting agreements, which are generally applicable to derivative instruments used for both trading
activities and risk management purposes. . - »

Commitments to purchase and sell foreign currency contrdcts.

Commitments to purchase and sell foreign currency facilitate the managemenit of market risk by ensuring that, at
some future date, the Corporation or a customer will have a specified currency at a specified rate. The .
Corporation enters into foreign currency contracts to assist customers in managing their currency risk and as part’
of its trading activities. The notional amount does not represent the actual market or credit risk associated with
this product Market risk arises from changes'in the market value of contractual pos1t1ons caused by movements
in currency rates. The Corporation limits its exposure to market risk by generally entermg into matchlng or
offsettmg positions and by estabhshmg and monitoring limits on unmatched positions. Credit risk relates to the
ability of the Corporatton s counterparty | to meet its Obligations under the contract and includes the estimated
aggregate replacement cost of those foreign currency contracts in a gain position. The Corporation manages
credit risk by dealing only with approved counterparties under specific credit limits and by monitoring
outstanding contracts by customer and in the aggregate against such limits. The future cash requirements, if any,
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28. Derivative instruments used for trading and risk management purposes (continued) .

related to foreign currency contracts are represented by the net contractual settlement between the Corporation
and its counterparties. There were no settlement or counterparty default losses on forelgn currency contracts in
2003, 2002 or 2001 : :

Foreign currency option contracts

Foreign currency option contracts grant the contract purchaser the right, but not the obligation, to purchase or seil
a specified.amount of a foreign currency during a specified period at a predetermined exchange rate to a second
currency. The Corporation acts as both a purchaser and seller of foreign currency option contracts. Market risk
arises from changes in the value of contractual positions caused by actual and anticipated fluctuations in currency
rates and interest rates. Market risk is managed by generally entering into matching or offsetting positions and by
establishing and monitoring limits on unmatched positions. Credit risk and future cash requirements are similar to
those of foreign currency contracts. There were no settlement or counterparty default losses on foreign currency
optlon contracts in 2003, 2002 or 2001. » :

Interest rate swaps

Interest rate swaps obligate two parties to exchange one or more payments generally calculated with reference to
fixed or periodically reset rates of interest applied to a specified notional principal amount. - Noticnal principal is
the amount upon which interest rates are applied to determine the payment streams under interest rate swaps.
Such notional principal amounts often are used to express the volume of these transactions but are not actually
exchanged between the counterpartles

The Corporation uses interest rate swaps as part of its interest rate risk management stfategy primarily to alter the
interest rate sensitivity of its long-term debt and junior subordinated debentures, deposit liabilities and loans.

Market risk arises from changes in the market value of contractual positions caused by movements in interest
rates. The Corporation limits its exposure to market risk by generally entering into matching or offsetting
positions and by establishing and monitoring limits on unmatched positions. The credit risk associated with
interest rate swaps is limited to the estimated aggregate replacement cost of those agreements in a gain position.
Credit risk is managed through credit approval procedures that establish specific lines for individual
counterparties and limit credit exposure to various portfolio segments. Counterparty and portfolio outstandings
are monitored against such limits on an ongoing basis. The Corporation has entered into collateral agreements
with certain counterparties to interest rate swaps to further. secure amounts due. The collateral is generally cash,
U.S. government securities or mortgage pass-through securities guaranteed by the Government National Mortgage
Association (GNMA). There were no counterparty default losses on interest rate swaps in 2003 and 2002.
Counterparty default losses were less than $1 million in 2001. The future cash requirements of interest rate swaps
are limited to the net amounts payable under these swaps. At Dec. 31, 2003, 83% of the notional principal
amount of interest rate swaps used for trading purposes were scheduled to mature in less than five years.

Options, caps and floors

An interest rate option is a contract that grants the purchaser the right, but not the obligation, to either purchase.
or sell a financial instrument at a specified price within a specified period of time. An interest rate capisa
contract that protects the holder from a rise in interest rates beyond a certain point. An interest rate floor is a
contract that protects the holder against a decline in interest rates below a certain point. Market risk arises from
changes in the market value of contractual positions caused by movements in interest rates. The Corporation
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28. Derivative instruments used for trading and risk management purposes (continued)

limits its exposure to market risk by generally entering into. matching or offsetting positions andby establishing - -
~ and monitoring limits on unmatched posmons There were no counterparty default. losses on optlons caps and
floors in 2003, 2002 and 2001 e -

ZI

Futures. and forward contracts

Futures and forward contracts on-loans, securities or money market instruments represent future commitments to--
purchase or sell a specified instrument at a specified price and date. Futures contracts are standardized and are
traded on organized exchanges, while forward contracts are traded in over-the-counter markets and generally do
not have standardized terms.

For instruments that are traded on an organized exchange, the exchange assumes the credit risk that a counterparty
will not settle and generally requires a margin deposit of cash er securities as collateral to minimize potential -
credit risk. The Corporation has estabtished policies governing which exchanges and exchange members can be
used toconduct these activities; as well as the number of contracts permitted with each member and the total
dollar amount of outstanding contracts. Credit risk associated with futures and forward contracts is limited to the
estimated aggregate replacement cost of those futures and forward centracts ina gain position. Credit risk related
to futures contracts is substantially mitigated by daily cash settlements with the exchanges for the net change in -
the value of the futures contract. Market risk is-similar to the market risk associated with interest rate swap
contracts. The future cash requirements; if any, related to futures and forward contracts are represented by the net
contractual settlement between the Corporation and its counterparties:’ There were no settlement or counterparty
default losses ‘on futures and forward contracts i 2003 2002 or 2001

a

Other products

Other products included $1,168 million and.$246 million notional amount of credit default swaps, equity options
and total return swaps at Dec. 31, 2003, and Dec. 31, 2002, respectively. Credit default swaps allow the transfer -
of credit risk from one party to another for a fee. These swaps are used to hedge credit risk associated with
commercial lending activities. The Corporation enters. into equity options to-assist customers in managing market
risk associated with equity positions that they hold.  The Corporation entets into total return swaps that are used to
minimize the risk related to investments in start-up mutual funds that are based on specific market indices. -
Market risk arises from changes in'the market value of contractual positions: caused by movements in the equity -
and bond markets. The Corporation limits its exposure to market risk by generally entering into matching or
offsetting positions and by establishing and monitoring limits on unmatched positions. Credit risk is limited to

the estimated aggregate replacement cost of options in a-gain position.  Credit risk-is managéd by setting specific
credit limits and by monitoring outstandings by customer and in the aggregate against such limits. There were no
counterparty default losses on other products in 2003, 2002 and 2001. '

29. Concentrations of credit risk . . v - s
The Corporation manages both on- and off-balance-sheet credit risk by maintaining and adhering to its written
credit policies, which specify general underwrrtmg criteria as well as underwrrtmg standards for specific
industries and control credit exposure by borrower: counterparty, degree-of risk, industry, country and aggregate
portfolio management. These measures are regularly updated to reflect the Corporation’s evaluation of
developments in economic, political and operating environments that could affect lending risks. The Corporation
may adjust credit exposure to individual industries or customers through loan sales, syndications, participations,
credit default swaps, and the use of master netting agreements when it has more than one transaction outstanding
with the same customer. Collateral obtained, if any, for the credit facilities provided is based on industry practice
as well as the credit assessment of the customer. The type and amount of collateral vary, but the form generally
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29. Concentrations of credit risk (continued)

includes: marketable securities; inventory; property, plant and equipment; other assets; and/or income-producing
commercial properties with appraised values that exceed the contractual amount of the credit facilities by
preapproved ratios. The maximum risk of accounting loss from on- and off-balance-sheet financial instruments
with these counterparties is represented by their respective balance sheet amounts and the contractual or
replacement cost of the off-balance-sheet financial instruments. The only significant credit concentration for the
Corporation was the U.S. government, including its agencies, at Dec. 31, 2003, and 2002. Substantially all of this
exposure consists of investment securities, securities available for sale and the related interest receivable and
balances due from the Federal Reserve.

30. Fair value of financial instruments

A financial instrument is defined by SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” as
cash, evidence of an ownership interest in an entity or a contract that creates a contractual obligation or right to
deliver to or receive cash or-another financial instrument from a second entity on potentially favorable terms.

Fair value estimates are made at a point in time, based on relevant market data and information about the financial
instrument. SFAS No. 107 specifies that fair values should be calculated based on the value of one trading unit
without regard to any premium or discount that may result from concentrations of ownership of a financial
instrument, possible tax ramifications, estimated transaction costs that may result from bulk sales or the
relationship between various financial instruments. Because no readily available market exists for a significant
portion of the Corporation’s financial instruments, fair value estimates for these instruments are based on
judgments regarding current economic conditions, currency and interest rate risk characteristics, loss experience
and other factors. Many of these estimates involve uncertainties and matters of significant judgment and cannot
be determined with precision. Therefore, the calculated fair value estimates cannot always be substantiated by
comparison to independent markets and, in many cases, may not be reahzable in a current sale of the instrument.
Changes in assumptions could s1gmﬁcantly affect the estimates.

Fair value estimates do not include anticipated future business or the value of assets, liabilities and customer
relationships that are not considered financial instruments. For example, the Corporation’s fee-generating
businesses are not incorporated into the fair value estimates. Other significant assets and liabilities that are not
considered financial instruments include lease finance assets, deferred tax assets, lease contracts, premises and
equipment, and intangible assets. ) o :

The following methods and assumptions were used by the Corporation in estimating the fair value of its financial
instruments at Dec. 31, 2003 and 2002.

Short-term financial instruments

The carrying amounts reported on the Corporation’s balance sheet generally approximate fair value for financial
instruments that reprice or mature in 90 days or less, with no significant change in credit risk. The carrying
amounts approximate fair value for cash and due from banks; money market investments; acceptances; demand
deposits; money market and other savings accounts; federal funds purchased and securities under repurchase
agreements; U.S. Treasury tax and loan demand notes; commercial paper; other funds borrowed; and certain other
assets and liabilities. : :
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30. Fair value of financial instruments (continued)
Trading account securities, securities available for sale and investment securities

Trading account securities and securities available for sale are recorded at market value on the Corporation’s
balance sheet. Market values of trading account securities, securities available for sale and investment securities
generally are based on quoted market prices or dealer quotes, if available. If a quoted market price is not
available, market value is estimated using quoted market prices for securities with similar credit, maturity and
interest rate characteristics. The tables in Note 6 present in greater detail the carrying value and market value of
securities available for sale and investment securities at Dec. 31, 2003 and 2002. -

Loans

The estimated.fair value of commercial loans and certain personal loans that reprice or mature in 90 days or less
approximates their respective carrying amounts. The estimated fair value of loans that reprice or mature in more
than 90 days is estimated using discounted cash flow analyses, adjusting where appropriate for prepayment
estimates, using interest rates currently being offered for loans with similar terms to borrowers of similar credit -
quality and for similar maturities.

Deposit liabilities

SFAS No. 107 defines the estimated fair value of deposits with no stated maturity, which includes demand
deposits and money market and other savings accounts, to be the amount payable on demand. Although market
premiums paid for depository institutions reflect an additional value for these low-cost deposits, SFAS No. 107
prohibits adjusting fair value for any value expected to be derived from retaining those deposits for a future period
of time or from the benefit that results from the ability to fund interest-earning assets with these deposit liabilities.
The fair value of fixed-maturity deposits which reprice or mature in more than 90 days is estimated using current
rates.

Notes and debentures, and junior subordinated debentures

The fair value of the Corporation’s notes and debentures, and junior subordinated debentures is estimated using
quoted market yields for the same or similar issues or the current yields offered by the Corporation for debt with
the same remaining maturities. : ' ' ' ‘
Commitments to extend credit and standby letters of credit and foreign and other guarantees

These financial instruments generally are not sold or traded, and estimated fair values are not readily available.
However, the fair value of commitments to extend credit is represented by the remaining contractual fees
receivable over the term of the commitments. The fair values of standby letters of credit and foreign and other
guarantees is represented by the amount of the receivable on the balance sheet. Commitments to extend credit,
and standby letters of credit and foreign and other guarantees are discussed further in Note 27,

Derivative instruments used for trading and risk management purposes

Receivables and payables related to derivative instruments are determined by using quoted market prices or
valuation models that incorporate current market data.
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30. Fair value of financial instruments (continued)
Summary

The following table includes financial instruments, as defined by SFAS No. 107, whose estimated fair value is not
represented by the carrying value as reported on the Corporation’s balance sheet except for receivables and
payables related to derivative instruments, which are presented in the table for supplementary information. The
carrying amount and estimated fair values of commitments to extend credit and standby letters of credit and
foreign and other guarantees is not significant. Management has made estimates of fair value discount rates that it
believes to be reasonable considering expected prepayment rates, credit risk and liquidity risk. However, because
there is no active market for many of these financial instruments, management has no basis to verify whether the
resulting fair value estimates would be indicative of the value negotiated in an actual sale.

Financial instruments - summary Dec. 31, 2003 Dec. 31. 2002
Carrying Estimated Carrying Estimated
(in millions) amount fair value amount fair value
Assets:
Investment securities (a) $ 297 $ 308 § 527 $ 548
Loans (b) 6,838 6,842 7,382 7,950
Reserve for credit losses (b) (91) - (122) -
Net loans $6,747 6,842 7,760 7,950
Other assets (c) 3,260 3,260 2,951 2,948
Receivables related to derivative instruments 1,117 1,117 1,380 1,380
Liabilities: ‘
Fixed-maturity deposits (d) $6,142 $6,143 : $5,882 $5,885
Notes and debentures, and junior subordinated ’
debentures (a) 5,266 5,412 5,541 5,739
Payables related to derivative instruments 765 765 905 905

(a) Market or dealer quotes were used to estimate the fair value of these financial instruments.

(b) Excludes lease finance assets of $629 million and $556 million, as well as the related reserve for credit losses of
812 million and 85 million at Dec. 31, 2003 and 2002, respectively. Lease finance assets are not considered financial
instruments as defined by SFAS No. 107.

(¢) Excludes non-financial instruments.

(d) Includes negotiable certificates of deposit, other time deposits and savings certificates. SFAS No. 107 defines the
estimated fair value of deposits with no stated maturity, which includes demand deposits and money market and other
savings accounts, to be egual to the amount payable on demand. Therefore, the positive effect of the Corporation’s
814.701 billion and $16.775 billion of such deposits at Dec. 31, 2003 and 2002, respectively, is not included in this
table.
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31. Mellon Financial Corporation (Parent Corporation)

Condensed Income Statement

Year ended Dec. 31,

(in millions) 2003 2002 2001
Dividends from bank subsidiaries $616 $ 876 $ 739
Dividends from nonbank subsidiaries 24 49 55
Interest revenue from bank subsidiaries 5 6 12
Interest revenue from nonbank subsidiaries 104 137 115
Other revenue 29 23 22
Total revenue 778 1,091 943
Interest expense on commercial paper - 1 18
Interest expense on notes and debentures 91 112 137
Interest expense on trust-preferred securities 58 79 79
Other expense 52 68 64
Total expense 201 260 298
Income before income taxes and equity in undistributed net
income of subsidiaries 577 831 645
Provision (benefit) for income taxes (48) 18 (77)
Equity in undistributed net income:
Bank subsidiaries 124 (98) 736
Nonbank subsidiaries (48) (33) (140)
Net income $701 $ 682 $1,318
Condensed Balance Sheet :
Dec. 31,
(in millions) 2003 2002
Assets:
Cash and money market investments with bank subsidiary $ 311 $ 549
Securities available for sale 370 201
Loans and other receivables due from nonbank subsidiaries 2,707 2,695
Other receivables due from bank subsidiaries 97 153
Investment in bank subsidiaries 3,396 3,345
Investment in nonbank subsidiaries 554 441
Corporate-owned life insurance 629 525
Other assets () 87 71
Total assets $8,151 $7,980
Liabilities: v
Commercial paper $ 10 § 9
Deferred compensation 268 207
Other liabilities 198 296
Notes and debentures (with original maturities over one year) 2,916 3,025
Junior subordinated debentures (a) 1,057 -
Trust-preferred securities (a) - 1,048
Total liabilities 4,449 4,585
Shareholders’ equity 3,702 3,395
Total liabilities and shareholders’ equity $8,151 $7,980

(a) Presentation reflects the deconsolidation of trust-preferred securities in accordance with FIN 46 Revised at Dec. 31,
2003. The Corporation’s 831 million ownership of the common securities of the statutory business trusts that were

deconsolidated is reflected in Other asselts.
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31. Mellon Financial Corporation (Parent Corporation) {continued)

Condensed Statement of Cash Flows

Year ended Dec. 31,

(in millions) 2003 2002 2001
Cash flows from operating activities:

Net income $ 701 $§ 682 $1,318
Adjustments to reconcile net income to net cash -
provided by operating activities:

Amortization - - 11
Equity in undistributed net income of subsidiaries 4 107 (596)
Net (increase) decrease in accrued interest receivable (14 17 ‘ {(7)
Deferred income tax expense {benefit) 12 (1 1
Net increase from other operating activities 26 134 53
Net cash provided by operating activities 631 939 768
Cash flows from investing activities:
Net (increase) decrease in short-terma deposits with affiliated banks _ 239 9 (108)
Purchases of securities available for sale (1,544) (1,738) (189)
Proceeds from maturities of securities available for sale 1,377 1,729 -
Loans made to subsidiaries (267) (635) (834)
Principal collected on loans to subsidiaries 289 301 251
Net capital (contributed to) retumed from subsidiaries (64) (16) 2,164
Net decrease from other investing activities (78) (94) (54)
Net cash (used in) provided by investing activities (48) (444) 1,230
Cash flows from financing activities:
Net increase (decrease) in commercial paper 1 1 (108)
Repayments of long-term debt (450) (400) (205)
Net proceeds from issuance of long-term debt 381 693 630
Proceeds from issuance of common stock 29 28 77
Repurchase of common stock (257) (698) (2,013)
Dividends paid on common stock (243) (213) (388)
Proceeds from the issuance of ESPP shares 11 23 16
Net increase (decrease) from other financing activities (54) 80 (7)
Net cash used in financing activities (582) (486) (1,998)
Change in cash and due from banks:
Net change in cash and due from banks 1 9 -
Cash and due from banks at beginning of year 11 2 2
Cash and due from banks at end of year ' $ 12 $ 11 $ 2

Supplemental disclosures
Interest paid $ (176) $ (198) $ (237)
Net income taxes (paid) refunded (43) 25 63
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32. Supplemental information to the Consolidated Statement of Cash Flows

Noncash investing and financing transactions that appropriately, are not reflected in the Consolidated Statement
of Cash Flows are listed below. -

Noncash mvestmg and financmg transactlons T o Year ended Dec. 31,
(in millions) - . T t SN oL T 2003 ¢ L2002 - 2001
Net transfers to real estate acquired . - Vo EERREE IR S $ 1 - S 1
Deconsolidation of trust-preferred securities (a) SR AR § . ' -
Purchase acquisitions (b): A : o . - L
Fair value of noncash assets acqulred : 44 447 619
Liabilities assumed - ro L o R - _ 35 - . (5D
Common stock issued from treasury, and notes payable o : - -1 L s e
Net cash dlsbursed C , » . o .33 412 . 404

" (a) See Note.15 for afurther a’zscusszon _ : ~
(b) Purchase acquisitions. primarily relate to DzrectAa’vzce the ;emammg 49% znterest in Buck & Willis Healthcare Limited
and The Arden Group, as well as the additional conszderatzon Sfor Henderson’s Pr ivate Asset Management Buszness
acquisition in 2003; Unifi Network, the remaining 5% interest in Newton Management Limited, HBV Capital
Management, Henderson's Private Asset Management Business, Ashland Management s Separate Accounts Business
“and Vinings Management Corporatzon in'2002; and an additional 20% interest in Newton Management Limited,
Standzsh Ayer & Wood LLC Eagle Inveslment Systems Corp and Van Deventer & Hoch in 2001

33. International operations

Foreign activity includés loans and othér revenue producing assets and transactions in which the customeris’
domiciled outside of the United States and/or the foreign activity is resident at a foreign entity. Due to the nature -
of the Corporation’s foreign and domestic activities, it is not possible to precisely segregate between the foreign
and domestically domiciled customers. As a result, it is necessary to make certain subjective assumptions. Net
income from international operations is determined after internal allocations for taxes, expenses, and proyision
and reserve for credit losses. Expenses charged to international operations include those directly incurred in
connection with such activities, as well as an allocable share of general support and overhead charges.
International assets, revenue, income from international operations before income taxes and net income from
international operations is shown in the following table. : o

Foreign and domestic total assets and results from continuing operations

{in millions) 2003 2002 2001
Income Income Income
Total Total before Total Total  before Total Total  before
assets revenue taxes Income (b) assets revenue taxes Income assets  revenue taxes Income
Foreign $10,206(a) $ 548 $ 23 $19 56929 $ 551 $ 47 $ 30 $ 5791 § 561 $ 90 $ 59
Domestic 23,777 4,002 965 658 29,302 4,159 939 633 29,772 3,577 584 376
Total $33,983 $4,550 $988 $677 36,231 $4,710 $986 $663  $35,563 34,138 $674 $435

(a) A significant portion of these assets are money market deposits of foreign entities, (including the Cayman Islands and
UK. offices), with domestic entities. Includes assets of $6.176 billion of international operations domiciled in the UK.,
which is in excess of 10% of consolidated assets.

(b) Income for 2003 is before the cumulative effect of a change in accounting principle. ,

Note: The tax rate used for foreign activity is the estimated worldwide effective tax rate on foreign earnings of 35%. Results

of foreign joint ventures are reported net of tax.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders of
Mellon Financial Corporation:

We have audited the accompanying consolidated balance sheets of Mellon Financial Corporation and subsidiaries
as of December. 31, 2003 and 2002 and the related consolidated statements of income, changes in shareholders’
equity, and cash flows for each of the years in the three-year period ended December 31, 2003. These
consolidated financial statements are the responsibility of the Corporation's management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statéments' referred to abave present fairly, in all material respects, the
financial position of Mellon Financial Corporation and subsidiaries at December 31, 2003 and 2002 and the
results of their operations and their cash flows for each of the years in the three-year period ended December 31,
2003 in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 10 to the consolidated financial statements, in 2002 the Corporation changed its method of

accounting for goodwill and other intangibles resulting from business combinations in accordance with Statement
of Financial Accounting Standards No. 142.

KPMe LIP |

Pittsburgh, Pennsylvania
February 13, 2004
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CORPORATE INFORMATION

The Annual Meeting of Shareholders will be held on the 10th floor of Two Mellon Center, 501 Grant Street, Pittsburgh,
Pennsylvania, at 10 a.m. on Tuesday, April 20, 2004.

The 2003 Annual Report consists of the 2003 Summary Annual Report and the 2003 Financial Annual Report.

A report on Mellon’s comprehensive community involvement, including charitable contributions, is available online at
www.mellon.com or by calling (412) 234-8680.

Members of the media should direct inquiries to media@mellon.com or (412) 234-7157.

The Direct Stock Purchase and Dividend Reinvestment Plan provides a way to purchase shares of common stock directly
from the Corporation at the current market value. Nonshareholders may purchase their first shares of the

Corperation’s common stock through the Plan, and shareholders may increase their shareholding by reinvesting cash
dividends and through optional cash investments. Plan details are in a prospectus, which may be obtained from Mellon
Investor Services by e-mailing shrrelations@melloninvestor.com or by calling 1 800 205-7699.

Subject to approval of the Board of Directors, dividends are paid on Mellon’s common stock on or about the 15th day of
February, May, August and November.

Registered shareholders may have quarterly dividends paid on Mellon’s common stock deposited electronically to their
checking or savings account, free of charge. To have your dividends deposited electronically, please send a written request by
e-mail to shrrelations@melloninvestor.com or by mail to Mellon Investor Services, P.O. Box 3315, South Hackensack, NJ
07606. For more information, please call 1 800 203-7699.

To eliminate duplicate mailings and help your company reduce expenses, please submit, with your full name and address the
way it appeats on your account, a written request by e-mail to shrrelations@melloninvestor.com ot by mail to Mellon Investor
Services, P.O. Box 3315, South Hackensack, NJ 07606. For more information, please call 1 800 205-7699.

Mellon’s common stock is traded on the New York Stock Exchange under the trading symbol MEL. Our transfer agent and
registrar is Mellon Investor Services, P.O. Box 3315, South Hackensack, NJ 07606. For more information, please visit
www.melloninvestor.com or call 1 800 205-7699.

For a free copy of the Corporation’s Annual Report on Form 10-K or the quarterly earnings news release on Form 8-K, as
filed with the Securities and Exchange Commission, please send a written request by e-mail to
mellon_10-K/8-K@mellon.com or by mail to the Secretary of the Corporation, One Mellon Center, Room 4826, Pittsburgh,
PA 15258-0001. The 2003 Summary and Financial Annual Reports, as well as Forms 10-K, 8-K and 10-Q, and quarterly
earnings and other news releases can be viewed and printed at www.mellon.com.

Mellon: www.mellon.com

Mellon Investor Services: www.melloninvestor.com

See also Internet access for Business Groups/Principal Entities in the 2003 Mellon Summary Annual Report.
Visit www.mellon.com/investorrelations/ or call (412) 234-5601.

To request the Annual Report or quarterly information or to address issues regarding stock holdings, certificate
replacement/transfer, dividends and address changes, visit www.melloninvestor.com or call 1 800 205-7699.

Current prices for Mellon’s common stock can be viewed at www.mellon.com.

Mellon Investor Services TDD lines are 1 800 231-5469 (within the United States) and (201) 329-8354 (outside the United
States).

The contents of the listed Internet sites are not incorporated into this Annual Report.

Mellon entities are Equal Employment Opportunity/Affirmative Action employers. Mellon is committed to providing equal employment opportunities 1o every
employee and every applicant for employment, regardless of, but not limited to, such factors as race, color, religion, sex, national origin, age, familial or
marital status, ancestry, citizenship, sexual orientation, veteran status or being a qualified individual with a disability.
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